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TAX  -  HOME  OFFICE  DEDUCTION 


THURSDAY,  JANUARY  19,  1995 

House  of  Representatives, 

Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:06  a.m.,  in  room 
2359-A,  Raybum  House  Office  Building,  Hon.  Jan  Meyers  (chair- 
woman of  the  committee)  presiding. 

Chairwoman  Meyers.  Ladies  and  gentlemen,  I  would  like  to  call 
the  meeting  to  order  and  we  have  two  Members  with  us  who  have 
had  a  history  of  support  of  the  home  office  deduction  and  we  need 
to  hear  from  them,  and  I  am  going  to  give  a  very  brief  opening 
statement  and  then  we  will  proceed  to  hear  maybe — I  think  I  will 
give  the  opening  statement.  We  will  go  vote  and  then  come  back 
and  hear  from  the  Members. 

Our  hearing  this  morning  is  the  second  in  our  series  devoted  to 
tax  policy  and  its  broad  impact  on  small  business.  Home  offices  are 
popular  because  they  make  sense  for  businesses,  families,  and  indi- 
viduals. In  a  very  real  sense,  the  ability  to  maintain  a  home  office 
at  a  reasonable  cost  has  served  as  a  catalyst  to  spur  many  entre- 
preneurs to  create  new  business  ventures  that  generate  income  for 
self  and  family  which  have  the  potential  to  grow  and  create  new 
jobs  for  the  economy. 

An  unreasonable  narrowing  of  the  home  office  deduction  is  clear- 
ly out  of  step  with  fundamental  changes  in  our  economy  and  indeed 
the  very  lifestyles  most  working  Americans  lead  today. 

I  am  going  to  cut  through  this  rather  quickly  and  just  say  that 
in  1993  there  was  a  Supreme  Court  decision.  Prior  to  that,  people 
who  had  no  other  office  who  had  a  space  set  aside  in  their  homes 
used  exclusively  for  that  purpose  and  who  generated  more  income 
than  they  deducted  could  deduct  for  that  home  office  space. 

After  the  Supreme  Court  decision,  people  had  to  go  to  the  office 
to  conduct  their  business  and  all  of  the  business  had  to  be  con- 
ducted in  the  office.  It  narrowed  it  so  much  that  people  can  no 
longer  use  the  home  office  deduction.  About  1.6  million  people  used 
it  in  1992  and  virtually  none  use  it  now  because  it  is  so  restrictive, 
and  so  our  committee's  hearing  on  this  issue  is  an  important  step 
to  help  evaluate  whether  Federal  tax  policy  in  this  regard  is  indeed 
out  of  step  with  workplace  needs.  A  lot  of  us  think  that  it  is  out 
of  step.  This  is  one  of  the  issues  in  the  Contract  With  America,  and 
I  will  defer  at  this  time  to  Mr.  LaFalce. 

[Chairwoman  Meyers'  statement  may  be  found  in  the  appendix.] 

Mr.  LaFalce.  Thank  you  very  much.  Chairman  Meyers. 

(1) 


Current  restrictions  on  the  availability  of  home  office  deductions 
are  a  concern  that  crosses  party  lines.  I  recall  Representative 
Mfume  to  be  among  the  first  to  respond  to  the  Supreme  Court's 
rule  in  IRS  u.  Soliman  with  proposals  for  legislative  changes.  So, 
there  is  strong  bipartisan  interest  in  clarifying  the  standards  under 
which  taxpayers  qualify  for  home  office  deductions  and  for  applying 
these  standards  as  broadly  and  equitably  as  possible. 

The  test  for  determining  a  taxpayer's  principal  place  of  business 
employed  by  the  tax  courts  since  the  early  1980's,  and  in  effect, 
reaffirmed  by  the  Supreme  Court  in  Soliman,  fail  to  recognize  the 
significant  changes  in  our  economy  and  marketplace  and,  therefore, 
unfairly  restrict  legitimate  business  tax  deductions  for  many  small 
business  owners.  Current  tax  policy  discriminates  unfairly  amongst 
different  types  of  home-based  businesses  and  places  home-based 
businesses  generally  at  a  competitive  disadvantage  by  restricting 
home  office  deductions  while  qualifying  virtually  any  office  expense 
outside  the  home  as  a  tax  deduction. 

The  issue  before  the  Congress  is  not  whether  clarification  is 
needed  in  the  tax  treatment  of  home  office  expenses,  but  rather 
whether  an  appropriate  and  workable  standard  can  be  written  into 
law  to  deteraiine  a  principal  place  of  business  for  tax  purposes. 

In  assessing  various  proposals  before  the  Congress  to  expand  the 
home  office  deduction,  consideration  must  be  given  to  whether  a 
proposed  standard  is  broad  enough  to  permit  business  deductions 
on  an  equitable  basis  for  any  business  owner  and  some  employees 
for  whom  a  home  office  is  both  necessary  and  essential  for  the  con- 
duct of  their  business  or  trade. 

I  do  not  profess  to  know  what  the  exact  appropriate  standard 
should  be.  I  do  have  concerns,  however,  that  the  Tax  Code  changes 
incorporated  in  legislation  that  is  presently  intended  to  implement 
the  Contract  With  America  proposal,  that  is  H.R.  9,  may  be  inad- 
equate to  permit  home  office  deduction  on  as  broad  and  equitable 
basis  as  many  of  us  would  like  to  see. 

While  the  proposed  language  would  appear  to  nullify  the  most 
adverse  aspects  of  the  Supreme  Court's  ruling  in  Soliman  for  large 
numbers  of  business  people  with  home  offices,  it  may  not  eliminate 
the  ambiguity  and  uncertainty  regarding  home  office  deductions  for 
many  other  businesspeople  with  circumstances  different  than  those 
addressed  in  Soliman  . 

Clearly,  there  is  a  significant  gap  between  what  is  proposed  in 
the  exact  language  of  H.R.  9  and  with  the  stated  objective  of  allow- 
ing taxpayers  to  qualify  if  the  home  office  is  used  to  perform  tasks 
that  could  not  easily  be  performed  elsewhere  and  is  essential  to  the 
taxpayer's  business. 

So,  I  hope  that  these  and  other  concerns  will  be  addressed  in  to- 
day's testimony  and  discussion,  and,  again,  I  commend  the  Chair- 
man for  inviting  the  witnesses  before  the  committee  to  address  this 
important  topic,  and  I  look  forward  to  all  of  their  testimony. 

Chairwoman  Meyers.  We  will  return  following  the  vote  and  hear 
from  Representative  Mfume  and  Representative  Allard. 

[Brief  Recess.] 

[Mrs.  Clayton's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Ladies  and  gentlemen,  we  will  resume  the 
hearing  and  I  would  like  to  recognize  first  Mr.  Wayne  Allard,  who 


has  been  active  in  the  area  of  home  office  deduction,  and  we  would 
like  to  hear  first  from  Mr.  Allard,  and  then  from  Mr.  Mfume,  and 
I  would  like  you  gentlemen,  if  you  could,  because  of  our  interrup- 
tion to  hold  your  remarks  to  under  5  minutes,  if  you  can  do  that. 

TESTIMONY  OF  HON.  WAYNE  ALLARD,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  COLORADO 

Mr.  Allard.  Thank  you.  Madam  Chairman.  First  of  all,  I  would 
like  to  congratulate  you  in  a  public  manner  in  your  Chairmanship. 

Chairwoman  Meyers.  Thank  you. 

Mr.  Allard.  Those  of  us  who  have  been  in  small  business  or  con- 
tinue to  be  in  small  business  look  forward  to  your  leadership  on 
this  committee. 

As  you  know,  the  recent  Soliman  Supreme  Court  decision  and 
subsequent  IRS  regulations  have  made  it  impossible  for  many 
small  business  entrepreneurs  to  use  the  home  office  tax  deduction 
and  I  believe  that  this  situation  must  be  remedied. 

In  the  last  Congress,  I  introduced  legislation  which  was  cospon- 
sored  by  79  colleagues.  This  Congress,  I  have  introduced  H.R.  40, 
which  in  just  the  first  2  weeks  of  this  session  has  been  cosponsored 
by  54  of  our  colleagues.  This  legislation  is  designed  to  restore  Con- 
gress' intent,  which  I  believe  was  to  make  the  home  office  deduc- 
tion available  to  a  wide  array  of  small  business  owners  and  entre- 
preneurs. 

With  April  15  fast  approaching,  the  last  thing  most  Americans 
want  to  think  about  is  taxes.  In  fact,  the  average  American  must 
now  work  the  first  125  days  of  the  year  to  pay  all  Federal,  State, 
and  local  taxes.  The  bulk  of  the  family  tax  bill  consists  of  income 
taxes,  payroll  taxes,  and  property  taxes.  However,  one  factor  which 
adds  to  the  growing  tax  bill  of  the  self-employed  and  small  busi- 
ness owners  are  the  new  rules  governing  the  home  office  deduction. 

Increasingly,  it  is  the  little  guy  who  gets  squeezed  by  the  tax  sys- 
tem, while  large  corporations  can  rent  space  and  deduct  office  and 
virtually  all  other  expenses.  Many  taxpayers  who  work  out  of  their 
homes  are  no  longer  able  to  deduct  their  office  expenses.  Tradition- 
ally, the  Tax  Code  has  permitted  individuals  who  operate  busi- 
nesses within  their  homes  to  deduct  a  portion  of  the  expenses  relat- 
ed to  the  home  office.  However,  over  the  past  20  years.  Congress, 
the  courts,  and  the  IRS  have  reduced  the  scope  and  usefulness  of 
the  deduction. 

The  most  serious  below  came  2  years  ago  when  a  Supreme  Court 
decision  and  subsequent  IRS  action  eliminated  the  home  office  de- 
duction for  many.  Under  the  Supreme  Court's  new  interpretation 
of  "principal  place  of  business,"  a  taxpayer  who  maintains  a  home 
office  but  also  performs  important  business-related  work  outside 
the  home  is  not  likely  to  pass  IRS  scrutiny. 

This  change  effectively  denies  the  deduction  to  taxpayers  who 
work  out  of  their  home  but  also  spend  time  on  the  road.  Those  im- 
pacted include  sales  representatives,  caterers,  teachers,  computer 
repairers,  doctors,  yes,  even  veterinarians,  house  painters,  consult- 
ants, personal  trainers,  and  many  more.  Even  though  those  tax- 
payers have  no  office  other  than  their  home  office,  the  work  they 
perform  will  often  deny  them  a  deduction. 


According  to  the  IRS,  1.6  million  taxpayers  claimed  a  home  office 
deduction  in  1991.  While  not  all  of  these  taxpayers  will  be  affected 
by  the  change,  many  will.  Clearly,  any  taxpayer  who  operate  a 
business — any  taxpayers  who  operate  a  business  out  of  their  home 
must  review  their  tax  situation  very  carefully. 

There  are  many  reasons  why  a  broad  home  office  tax  deduction 
is  important.  The  deduction  is  pro-family.  It  helps  taxpayers  pur- 
sue careers  that  enable  them  to  spend  more  time  at  home  with 
their  children.  The  deduction  helps  cut  down  on  commuting  and 
saves  energy.  The  deduction  recognizes  the  advances  of  technology. 
Computer  and  telecommunication  advances  mean  that  more  and 
more  individuals  will  be  able  to  work  for  themselves  and  maintain 
a  home  office. 

The  deduction  is  a  boost  to  women  and  minorities  who  are  in- 
creasingly starting  their  own  businesses.  In  fact,  over  32  percent 
of  all  proprietorships  are  now  owned  by  women  entrepreneurs  and 
Commerce  Department  data  reveals  that  55  percent  of  these 
women  business  owners  operate  their  firms  from  their  homes. 

Minorities  are  making  similar  advances.  There  are  now  well  over 
1  million  minority-owned  small  businesses  and  a  good  number  of 
these  are  operated  out  of  the  home. 

Finally,  the  home  office  deduction  helps  our  economy.  It  benefits 
small  business  and  entrepreneurs  who  develop  new  ideas  and  cre- 
ate jobs.  Many  of  America's  most  important  businesses  originate 
out  of  a  home  office,  and  I  think  many  of  us  can  think  of  examples 
where  multinational  corporations  started  out  as  somebody's  garage 
or  basement  or  out  of  the  home  office. 

Small  business  is  increasingly  the  engine  which  drives  our  econ- 
omy. With  large  firms  downsizing,  entrepreneurs  must  pick  up  the 
slack.  The  importance  of  this  trend  is  demonstrated  by  the  job  shift 
that  occurred  during  the  slow  recovery  from  the  most  recent  reces- 
sion. During  that  period  of  October  1991  to  September  1992,  large 
businesses  cut  400,000  jobs  while  small  businesses  created  178,000 
new  jobs.  During  the  boom  years  of  the  1980's,  the  vast  majority 
of  20  million  new  jobs  created  were  in  the  small  business  sector. 

It  is  critical  that  recent  assaults  on  the  home  office  tax  deduction 
be  reversed.  That  is  why  I  have  introduced  legislation  to  fully  re- 
store the  deduction.  I  am  pleased  to  note  that  similar  language  is 
included  with  the  Contract  With  America.  It  is,  therefore,  guaran- 
teed a  vote  in  the  House  in  the  first  100  days.  I  plan  to  be  very 
active  in  working  to  see  that  this  change  in  law  is  approved  by 
both  the  House  and  the  Senate  and  signed  by  the  President  in 
1995. 

Thank  you  and  I  will  be  happy  to  take  any  questions. 

Chairwoman  Meyers.  Well,  we  appreciate  your  being  with  us 
this  morning,  Mr.  Allard. 

[Mr.  Allard's  statement  may  be  found  in  the  appendix.] 

Chairwoman  MEYERS.  Mr.  Mfume. 

TESTIMONY  OF  HON.  KWEISI  MFUME,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  MARYLAND 

Mr.  Mfume.  Thank  you  very  much.  Madam  Chair,  for  giving  me 
the  opportunity  also  to  testify  before  you  and  before  this  committee 
on  the  need  to  restore  the  home-based  business  deduction.  I  would 


also  like  to  thank  Mr.  LaFalce,  our  new  Ranking  Member,  for  his 
steadfast  support  of  this  issue. 

As  we  are  all  aware,  this  hearing  was  made  necessary  by  the 
January  12,  1993,  Supreme  Court  decision  in  Commissioner  of  the 
Internal  Revenue  Service  v.  Soliman.  The  thrust  of  the  decision  was 
that  taxpayers  must  see  customers  and  produce  revenue  within  a 
home-based  office  in  order  to  deduct  the  expenses  of  that  office. 

From  the  outset,  it  was  clear  that  this  decision  certainly  would 
have  a  devastating  effect  on  many  legitimate  home-based  busi- 
nesses. For  that  reason,  on  January  27,  1993,  15  days  after  the  Su- 
preme Court  decision,  I  introduced  legislation, to  try  to  rectify  that 
situation. 

In  its  opinion,  the  Supreme  Court  cited,  among  other  things,  the 
vague  congressional  intent  of  the  law,  and  for  that  reason  my  legis- 
lation, which  I  reintroduced  this  year  as  H.R.  15,  states  that,  and 
I  quote,  "For  the  purpose  of  subparagraph  (A),  in  the  case  of  a 
trade  or  business  which  would  not  have  a  principal  place  of  busi- 
ness, its  principal  place  of  business  shall  be  where  substantially  all 
of  the  management  activities  for  such  trade  or  businesses  occur." 

Now,  since  the  introduction  of  my  initial  bill,  others  have  also 
sought  to  remedy  this  problem  through  legislation.  I  am  pleased  to 
report  that  a  clarification  of  the^ome-based  business  office  deduc- 
tion became  a"l)ipartisan  eff'ort  in  the  103d  Congress.  The  effort  to 
try  to  restore  the  home-based  business  deduction  for  literally  hun- 
dreds of  thousands  of  legitimate  small  businessmen  and  business- 
women was  supported  by  Members  of  all  ideologies  who  rep- 
resented a  broad  spectrum  of  interests  and  regions  throughout  our 
country. 

As  one  of  the  original  leaders  of  the  effort  to  restore  this  deduc- 
tion, it  is  certainly  heartening  today  to  see  that  this  movement  is 
supported  by  both  the  administration,  through  the  U.S.  Depart- 
ment of  Treasury,  and  the  current  House  leadership. 

If  I  may  for  just  a  moment  touch  on  a  statement  of  Mr.  LaFalce. 
I  agree  and  want  the  record  to  reflect  that  any  remedy  of  this  prob- 
lem needs  to  be  as  inclusive  as  possible.  I  think  it  would  be  a  real 
shame  for  all  of  us  not  to  do  all  that  we  can  to  ensure  that  every 
legitimate  home-based  businessman  and  businesswoman,  for  that 
matter,  qualifies  for  this  deduction. 

Hundreds  of  thousands  of  American  working  men  and  women  are 
looking  to  this  Congress  to  work  in  a  bipartisan  fashion  to  correct 
a  problem.  So,  we  should  not  promise  all  of  these  people  we  will 
do  what  is  right  by  them  and  then  in  the  end  only  help  a  few.  We 
should  not  give  even  the  appearance  of  judging  which  home-based 
businesses  are  more  deserving  of  tax  credits. 

I  am  confident,  however,  that  the  broad-based  bipartisan  support 
for  legislation  to  restore  the  home-based  business  deduction  that 
has  been  evident  to  date  will,  in  fact,  prevail. 

In  closing,  let  me  touch  briefly  on  why  I  feel  the  legislation  is 
necessary.  While  I  like  many  others  are  confident  that  the  subse- 
quent panelists  today  will  speak  eloquently  on  the  needs  facing 
home-based  businesses,  I  do  feel  the  need  to  adjust  a  bit  more. 

The  Soliman  decision  sends,  in  my  opinion,  the  wrong  message 
to  our  Nation's  home-based  businesses  and  to  all  those  who  may 
consider  starting  their  own  businesses  at  any  time  in  the  future. 


In  these  days  of  corporate  downsizing,  home-based  child  care,  and 
expanding  technologies,  including  fax  machines,  personal  comput- 
ers, and  modems,  I  would  hope  that  we  would  try  to  do  something 
to  encourage  the  startup  of  home-based  businesses  and  to  help 
those  that  are  already  in  existence. 

A  home-based  business  provides  a  parent  with  the  emotional 
benefits  of  taking  care  of  his  or  her  child  while  at  home  and  earn- 
ing money  at  the  same  time.  It  also  allows  start-up  businesses  to 
operate  competitively  with  any  commercially  leased  space. 

Madam  Chair,  and  my  colleagues,  in  response  to  questions  I 
asked  at  a  hearing  of  the  Joint  Economic  Committee,  Federal  Re- 
serve Chairman  Alan  Greenspan  reiterated  what  many  of  us  know 
when  he  said,  "for  a  number  of  reasons,  small  and  new  businesses 
may  tend  to  feel  the  effect  of  tighter  credit  sooner  than  larger  en- 
terprises. Small  firms  have  less  capital  and  less  cash  flow  to  cush- 
ion rising  costs.  In  addition,  firms  too  small  to  have  access  to  cap- 
ital markets  rely  heavily  on  banks  for  credit  and,  in  time,  likely 
will  face  more  stringent  credit  standards  as  interest  rates  rise  and 
the  economic  activities  slows.  New  or  untried  businesses,  in  par- 
ticular, become  increasingly  risky  as  income  and  spending  begin  to 
slow." 

So,  legislation  such  as  this  which  may  seem  to  be  minor  to  some 
may  in  fact  make  the  real  difference  between  success  and  failure 
for  a  new  business. 

So,  again,  Madam  Chair,  I  thank  you  for  allowing  me  the  oppor- 
tunity to  testify  before  you  on  this  matter  and  allowing  the  issue 
to  be  the  subject  of  your  second  hearing  as  Chairwoman  of  this 
committee.  I  look  forward  to  working  with  you,  as  well  as  Mr.  La- 
Falce  and  Congressman  Allard,  and  all  others  who  recognize  the 
importance  of  resolving  this  issue  sooner  rather  than  later. 

Thank  you  very  mucn.  Madam  Chair. 

[Mr.  Mfume's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Well,  we  thank  vou  both  for  being  with  us 
this  morning  and  it  has  given  us  a  gooa  overview  of  the  fact  that 
we  have  support  from  both  sides  of  the  aisle.  I  am  not  sure  quite 
how  your  approaches  differ  on  the  two  different  bills  that  vou  have. 
But  you  are  both  strongly  in  support  of  the  home  office  deduction. 

I  am  going  to  take  about  3  or  4  more  minutes  if  anyone  has  a 
question  on  the  committee,  and  I  would  like  to  make  note  of  the 
fact  that  Representative  Morella  from  Maryland  has  joined  us — 
joined  the  committee  this  morning,  and  I  know  that  she  has  had 
a  long  time  interest  in  home  office  deductions. 

Are  there  questions? 

Mr.  HiLLlARD.  This  question  is  addressed  to  either  one  of  the 
panelists.  There  are  two  questions.  The  first  one  is:  Do  you  have 
an  idea  how  much  money  would  be  saved  to  the  taxpayer  from  this 
deduction  if  it  is  allowed? 

Mr.  Mfume.  I  don't  know  to  what  extent  a  fiscal  impact  of  the 
legislation  has  been  done.  There  is  existing  numbers  on  what  cur- 
rent costs  are.  If  the  committee  would  allow,  I  could  have  those 
brought  over  and  made  available  to  the  gentleman  before  the  hear- 
ing is  over. 

Chairwoman  Meyers.  I  think  there  was  fiscal  impact  done  for 
the  Contract  With  America  because  we  had  to  score  the  whole 


thing  to  know  the  total  cost,  and  it  was  a  half  a  billion  dollars  over 
5  years;  in  other  words,  $100  million  a  year. 

I  might  make  the  comment  that  the  total  cost  of  the  Contract 
With  America  is  $146  billion  over  5  years  and  the  Kasich  budget 
last  year  that  was  voted  for  by  almost  all  Republicans  in  the 
House,  and  probably  some  Democrats,  I  am  not  sure,  saved  $176 
billion  over  5  years.  So,  there  is  no  question  in  our  minds  that  we 
can  pay  for  these  provisions  in  the  Contract,  and  especially  one  as 
worthwhile  as  the  home  office  deduction. 

Mr.  Allard.  Madam  Chairman,  I  would  just  add  to  your  com- 
ments, if  I  may. 

The  House  Budget  Committee  has  their  estimates,  as  you  men- 
tioned, at  $500  million  but  the  Treasury  Department  also  put  their 
estimates  at  $400  million.  So,  everybody  is  in  the  same  ballpark  I 
think  on  these  figures.  I  think  that  is  important  to  note.  As  you 
said,  that  is  to  be  paid  out  of  our  package,  and  we  are  setting  aside 
$200  billion,  which  is  even  a  little  margin  of  safety  there  to  pay  for 
the  Contract.  So,  I  think  it  is  well  taken  care  of  as  far  as  the  ex- 
penses. 

Mr.  HiLLlARD.  Do  you  have  some  specific  proposals  other  than 
those  that  have  been  stated  elsewhere  for  savings  to  cover  this 
source? 

Mr.  Allard.  Yes,  sir.  I  serve  on  the  Budget  Committee  and  we 
came  up  with  $90  billion  of  specific  proposals  last  year.  I  do  happen 
to  feel  that  in  order  for  us  to  have  a  balanced  budget  amendment 
that  everybody  is  going  to  have  to  feel  like  they  are  participating 
equally  and  share  in  that  burden. 

Mr.  HiLLL\RD.  What  particular  sources,  or  what  is  the  specific 
sources  earmarked  to  cover  this? 

Mr.  Allard.  Let  me  direct  your  attention  to  the  Kasich  amend- 
ment that  was  voted  on  the  Floor  last  year  and  you  will  see  my 
handprint  on  some  of  that,  and  I  did  vote  for  that,  and  I  think  you 
will  find  that  it  will  be  very  easy  for  us  to  come  up  with  the  dollars 
that  we  need  to  pay  for  this  type  of  legislation. 

Chairwoman  Meyers.  Thank  you  very  much,  gentlemen.  We  ap- 
preciate it  tremendously. 

If  the  next  members  of  our  panel  will  come  to  the  table,  please. 
Those  that  we  will  be  hearing  from  are  Beverly  Williams  of  Wil- 
liams Associates;  Desk  Top  Publishing,  Gaithersburg,  Maryland; 
Sandi  Hanlon,  Hanlon  ana  Associates,  Pittsburgh,  Pennsylvania; 
Carolyn  Hennige,  Creative  Tutors,  Alexandria,  Virginia;  Debra 
Lessin,  D.J.  Lessin  and  Associates  of  Chicago. 

Connie,  I  think  at  this  point  in  time  you  would  like  to  make 
some  remarks  for  the  committee. 

TESTIMONY  OF  HON.  CONSTANCE  A.  MORELLA,  A  REPRESENT- 
ATIVE IN  CONGRESS  FROM  THE  STATE  OF  MARYLAND 

Mrs.  Morella.  Thank  you.  I  want  to  thank  you,  first  of  all. 
Madam  Chairman  for  the  opportunity  to  be  here  for  at  least  part 
of  this  very  important  hearing  on  the  home  office  deduction  provi- 
sions of  H.R.  9,  the  Job  Creation  and  Wage  Enhancement  Act. 

I  will  make  a  few  brief  opening  comments.  First  of  all,  in  terms 
of  timing,  I  would  like  the  committee  to  note  that  in  the  Washing- 
ton Times  yesterday,  there  was  a  wonderful  article  about  the  chair 
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of  this  committee,  Jan  Meyers.  It  is  entitled,  "Ladylike  But  Deter- 
mined," and  it  gives  her  history  in  terms  of  small  business  and  the 
fact  that  she  cares  very  much  about  issues  that  affect  small  busi- 
ness, what  it  has  to  do  with  our  national  competitiveness,  and  in 
this  instance  what  it  does  in  terms  of  assisting  women,  too,  in 
small  business,  entrepreneurship. 

So,  I  commend  you.  Madam  Chair,  for  what  you  have  done  and 
the  fact  that  it  was  finally  noticed. 

Chairwoman  Meyers.  The  best  thing  about  the  article  was  it  had 
a  picture  of  my  granddaughter. 

Mrs.  MORELLA.  Which  shows  that  she  cares  about  families. 

As  the  Representative  of  the  Eighth  Congressional  District  of 
Maryland,  and  I  bring  that  out  only  because  the  Eighth  District  of 
Maryland  is  the  number  one  location  for  home-based  businesses,  I 
am  going  to  be  submitting  testimony  in  support  of  rightfully  restor- 
ing the  old  criteria  for  tax  deductions  for  home  offices. 

I  just  want  to  mention  a  couple  of  points  that  are  brought  out 
in  my  testimony.  As  a  result  of  the  Supreme  Court  decision  in  the 
case  of  Commissioner  of  the  IRS  v.  Soliman,  two  new  tests  are  re- 
quired for  the  home  office  deduction.  Customers  of  a  home  business 
must  physically  visit  the  home  office  and  business.  Income  must  be 
generated  witnin  the  home  office  itself  rather  than  from  trans- 
actions that  occur  outside  the  home  office. 

I  certainly  believe  the  tests  are  unfair,  and  we  have  heard  from 
our  two  sponsors  of  legislation.  Congressman  Allard  and  Congress- 
man Mfume,  that  they  believe  that  also.  Requiring  customers  to 
visit  the  home  office,  I  believe,  poses  a  security  problem  for  individ- 
uals who  are  home  alone,  very  often  women  who  are  starting  home- 
based  businesses  at  twice  the  rate  as  men,  and  they  are  very  wary 
of  allowing  strangers  into  their  homes  and  prefer  to  meet  clients 
outside  of  the  home  office. 

It  also  ignores  technological  advances  that  have  been  made  over 
the  past  few  decades  which  change  the  way  businesses  are  now 
conducted  with  fax  machines,  the  information  superhighway,  over- 
night delivery  services,  which  often  make  it  unnecessary  to  require 
clients  to  visit  the  home  office. 

Then,  finally,  I  want  to  bring  out  the  point  of  local  zoning  laws 
sometimes  often  make  it  impossible  for  home-based  business  own- 
ers to  see  clients  in  their  home  offices.  These  are  just  some  of  the 
many  reasons  why  it  is  unfair  to  not  allow  that  deduction  which 
we  once  had. 

I  want  to  introduce  briefly  your  first  witness  on  this  second 
panel,  Beverly  Williams,  because  she  is  a  constituent  and  it  was 
kind  of  you  to  allow  me  to  introduce  her. 

She  is  president  of  Williams  Associates,  Desk  Top  Publishing 
Company,  and  founder  of  the  American  Association  of  Home-Based 
Businesses.  I  bring  that  out  because  that — that  origin  was  in  my 
district,  Gaithersburg,  Maryland.  For  the  second  year  in  a  row  in 
1994,  Home  Computing  Magazine  named  Gaithersburg,  Maryland, 
as  the  Nation's  number  one  location  for  home-based  entrepreneurs. 

The  magazine  used  eight  criteria  in  determining  favorable  busi- 
ness conditions,  including  overall  home  business  environment,  ac- 
cess to  the  information  superhighway,  population  trends,  access  to 
larger  markets,  and  overall  livability.  — 


Well,  Beverly  Williams  is  the  one  who  was  the  founder  of  that 
American  Association  of  Home-Based  Businesses,  and  that  group 
has  grown  from  a  small  start-up  nucleus  in  Montgomery  County, 
Maryland,  to  a  broad-based  organization  which  now  has  57  chap- 
ters. 

Beverly  Williams  is  a  noted  professional  speaker.  She  has  talked 
to  many  groups  about  opportunities  in  small  business.  She  has 
been  a  teacher.  She  has  been  an  instructor  at  our  community  col- 
lege on  the  small  business  program  and  has  helped  to  start  small 
business  programs  at  universities.  She  has  been  an  activist  in 
terms  of  being  involved  professionally  with  various  associations 
that  deal  with  small  business  and  entrepreneurship.  She  sits  on 
the  advisory  board  of  many  national  as  well  as  local  organizations 
that  deal  with  economic  benefits  and  economic  advisory  councils 
and  small  business  committees.  So,  I  want  to  commend  you  for  in- 
viting these  speakers  to  be  here,  to  introduce  to  you  somebody  who 
I  believe  shows  through  her  experience  what  Shakespeare  said  in 
such  business,  small  business,  action  is  eloquence,  and  I  think  cor- 
rect action  is  to  pass  this  bill. 

Thank  you  very  much.  Madam  Chair. 

Chairwoman  Meyers.  Thank  you  very  much,  Connie. 

[Mrs.  Morella's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  We  will  start  with  Beverly  Williams. 

TESTIMOlSnr  OF  BEVERLY  WILLIAMS,  WILLIAMS  ASSOCIATES, 
DESK  TOP  PUBLISHING 

Ms.  Williams.  Thank  you.  Madam  Chair. 

Chairwoman  Meyers.  If  I  could  ask  you  to  limit  your  remarks 
to  about  5  minutes  or  as  close  to  that  as  you  can  get. 

Ms.  WlLLL\MS.  Thank  you.  I  would  also  like  to  thank  Mrs. 
Morella  for  that  wonderful  introduction. 

I  am  honored  to  be  here  and  I  thank  you  for  the  opportunity  to 
address  this  committee. 

As  I  said,  my  name  is  Beverly  Williams  and  I  am  president  and 
founder  of  the  American  Association  of  Home-Based  Businesses.  It 
is  a  national,  nonprofit,  grassroots  oriented  association  dedicated  to 
the  success  of  persons  who  operate  businesses  from  their  homes. 
Last  year  at  this  time  we  were  a  regional  association  with  seven 
chapters  mostly  in  Maryland  and  Virginia  and  one  in  Florida,  and 
as  Mrs.  Morella  told  you,  we  now  have  57  chapters  in  various 
stages  of  startup  across  the  country.  This  is  since  we  went  national 
last  May.  We  are  certainly  pleased  and  we  expect  this  type  of  re- 
sponse to  continue,  probably  to  double  or  triple  within  the  next 
year. 

In  addition,  my  husband  and  I  both  run  home-based  businesses 
and  he  was  adversely  affected  by  the  Soliman  decision.  I  have  been 
a  home-based  business  for  7  years.  He  became  a  home-based  busi- 
ness due  to  downsizing  of  a  major  corporation.  A  lot  of  what  I  am 
going  to  tell  you  today  is  reiterating  some  of  what  you  already 
heard  but  also  with  a  little  bit  more  detail,  so  I  hope  you  will — 
it  will  be  helpful  for  you. 

For  the  economic  health  of  this  Nation,  support  for  home-based 
businesses  cannot  be  overstressed.  It  is  the  most  rapidly  growing 
segment  of  the  U.S.  economy,  and  according  to  LINK  Resources,  a 
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New  York -based  market  research  firm,  more  than  24  million  Amer- 
icans are  running  a  home-based  business  full  or  part-time  ft-om 
their  home  right  now. 

AT&T  estimates  that  by  the  year  2000  at  least  one-half  of  all 
American  workers  will  be  engaged  in  some  type  of  home-based 
business.  I  cited  as  a  source  the  Center  for  New  West  report  on 
work  shifting,  for  which  I  was  able  to  obtain  copies  and  you  should 
have  them  before  you. 

Home  is  the  work  site  of  choice  or  necessity  for  a  rapidly  increas- 
ing percentage  of  our  population  and  their  productiveness  has  a 
huge  impact  on  the  economy  of  this  Nation. 

Home  start-ups  incubate  the  businesses  of  tomorrow.  Companies 
such  as  Apple  Computer,  Hallmark  Cards,  Hewlett-Packard,  Lil- 
lian Vernon  catalog,  and  Nike  originated  on  dining  room  tables,  in 
basement  workshops,  and  in  garages.  These  entrepreneurial  com- 
panies were  pioneers  of  the  home-based  business  movement  and  it 
is  estimated  that  50  percent  of  successful  businesses  grow  out  of 
the  home  into  commercial  space.  Sometimes  in  as  soon  as  3  years 
from  their  startup. 

The  impetus  for  working  at  home  stems  from  both  social  and  eco- 
nomic forces.  As  our  economy  and  society  demanded  that  families 
generate  two  incomes,  we  began  to  see  the  effects  of  producing 
latchkey  children.  Residential  crime  rates  increased  as  our  neigh- 
borhoods became  deserted.  Highways  became  more  and  more  con- 
gested and  our  air  more  polluted.  Soaring  divorce  rates  have 
caused  single  parents  to  generate  income  driving  them  away  from 
the  home  environment.  Now  we  are  seeing  an  increase  in  the  num- 
ber of  persons  who  must  care  for  children  and  their  own  parents 
at  the  same  time,  putting  another  economic  strain  on  the  American 
family. 

Fortunately,  or  unfortunately  as  may  be  the  case,  I  personally 
experienced  a  number  of  those,  not  with  my  own  children,  although 
they  were  latchkey  children,  but  in  helping  to  take  care  of  my 
grandchild  because  of  fear  of  day  care  centers  and  the  necessity  for 
my  son  and  daughter-in-law  to  both  work,  and  in  caring  for  an  el- 
derly mother-in-law  until  her  death.  I  could  not  have  done  any  of 
those  things  if  I  had  not  been  homebased. 

In  addition,  the  last  few  years  have  seen  a  major  change  in  the 
work  force,  that  of  downsizing.  Employees  with  10,  20,  and  30 
years  with  a  company  are  being  told  they  are  no  longer  secure  in 
their  jobs.  They  are  being  forced  to  leave  positions,  many  of  which 
are  middle  management  jobs  and  they  find  few  jobs  available  to 
them.  They  are  overqualified  to  work  at  many  of  the  positions  list- 
ed in  help  wanted  ads.  They  are  becoming  entrepreneurs  while 
struggling  with  the  employee  mind-set.  They  are  unsure  of  their 
abilities  and  concern  for  their  economic  future.  What  little  money 
they  may  have  must  be  used  wisely  and  sparingly  and  the  home 
office  start-up  business  helps  preserve  their  resources  while  giving 
them  a  professional  base  to  pursue  their  future. 

I  am  not  an  accountant  so  I  cannot  address  the  fine  points  in  tax 
law,  but  I  can  tell  you  the  experience  of  the  members  of  our  asso- 
ciation and  of  my  own  family  who  are  faced  each  day  with  the  im- 
pact of  Federal,  State,  and  local  laws  upon  their  businesses. 
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First,  the  Soliman  decision  seems  to  require  that  the  home  office 
deduction  can  only  be  utiHzed  when  the  business  transactions  occur 
in  the  home  office.  That  is  when  the  cHents  physically  visit  the 
home  office  and  the  income  is  produced  in  the  home  setting. 

The  reality  for  most  home-based  business  owners  is  local  zoning 
prevents  them  from  seeing  their  clients  in  their  home  office.  That 
means  by  obeying  the  local  ordinances,  they  are  not  allowed  to  take 
deductions  which  other  business  owners  take  for  granted.  They  are 
squeezed  between  laws. 

Local  zoning  regulations  seek  to  keep  residential  areas  residen- 
tial. With  some  justification  because  not  all  businesses  are  appro- 
priate for  the  home-based  setting.  But  many  home-based  busi- 
nesses are  essentially  invisible  or  generate  only  a  small  and  accept- 
able impact  on  the  neighborhood.  They  are  barely  detectable  to 
their  neighbors  and  that  is  the  ideal.  To  require  that  the  owners 
of  these  businesses  conduct  all  of  their  client  visits  and  income  pro- 
ducing transactions  in  the  home  setting  would  strain  the  intent 
and  implementation  of  local  zoning  ordinances  and  change  the  na- 
ture of  our  neighborhoods.  It  also  prevents  businesses  such  as  my 
husband's  from  operating  within  reasonable  bounds  from  his  home 
offiice. 

For  31  years  he  was  a  loyal  employee  in  a  major  computer  com- 
pany and  was  forced  into  taking  early  retirement.  He  needed  and 
wanted  to  continue  to  earn  a  living  and  decided  at  age  55  his  op- 
tions were  limited.  He  started  a  much  needed  service,  handyman. 
His  company  name  is  actually  Rent  a  Husband  Handyman  Services 
and  it  gets  a  lot  of  laughs  and  gets  him  a  lot  of  business. 

This  requires  him  to  go  to  his  customers  or  his  clients  to  perform 
the  work.  The  work  is  needed  in  their  homes  or  offices.  The 
Soliman  decision  prevents  him  from  taking  the  same  type  of  over- 
head deduction  he  would  be  allowed  to  have  if  he  rented  commer- 
cial space  to  maintain  that  same  office. 

Second  is  the  issue  of  safety.  For  the  men  and  women  who  are 
conducting  home-based  businesses  by  chance  or  choice,  the  Soliman 
decision  forces  them  to  invite  total  strangers  not  only  into  their  of- 
fices but  also  into  their  homes  where  their  children,  elderly  par- 
ents, and/or  valuable  possessions  are  located.  Even  those  who  are 
allowed  through  zoning  ordinances  to  have  clients  in  their  home 
may  at  times  feel  uncomfortable  with  the  newer  prospective  client 
particularly,  and  many  agree  to  meet  at  restaurants,  libraries,  rent 
an  office  space  for  a  few  hours,  or  go  to  their  client's  office  instead 
of  inviting  them  to  their  home  office.  These  business  owners  should 
not  be  asked  to  compromise  their  safety  or  perception  of  safety  for 
the  sake  of  business  deductions  that  other  small  businesses  enjoy. 

I  understand  the  concern  of  enforceability  of  this  law.  However, 
this  is  just  one  more  law  that  prohibits  home-based  enterprises 
from  coming  out  into  the  open  and  declaring  their  rightful  place  in 
the  business  world  with  all  its  rights  and  obligations.  The  Amer- 
ican Association  of  Home-Based  Businesses  assists  home-based 
business  owners  in  their  professionalism  through  efforts  such  as 
our  Standard  of  Conduct  pledge  and  our  efforts  to  help  local  juris- 
dictions update  antiquated  zoning  laws  which  sometimes  force  peo- 
ple to  hide  their  efforts.  Enabling  laws  and  peer  pressure  from 
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those  operating  honestly  and  openly  will  decrease  the  number  of 
business  owners  inclined  to  abuse  this  and  other  laws. 

We  support  efforts  to  restore  the  home  office  deduction  to  its  pre- 
vious form  and  would  ask  that  the  bill  make  the  deductions  retro- 
active. This  is  the  minimum  that  can  and  should  be  done  to  sup- 
port this  enormous  and  productive  segment  of  the  American  econ- 
omy. Home-based  businesses  create  an  estimated  8,000  new  jobs 
every  day.  Many,  if  not  most,  of  these  jobs  would  not  exist  and  the 
taxes  they  generate  would  not  be  paid  if  the  IRS  succeeds  in  its  as- 
sault on  home-based  business  owners.  Many  other  initiatives  are 
needed  as  well.  We  hope  we  will  have  the  opportunity  to  support 
you  in  these  efforts  also. 

Thank  you  very  much. 

Chairwoman  Meyers,  Thank  you  very  much.  We  are  very  glad 
to  have  you  with  us  today. 

[Ms.  Williams'  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Our  next  witness  is  Sandi  Hanlon  from 
Hanlon  and  Associates  of  Pittsburgh,  Pennsylvania. 

TESTIMONY  OF  SANDRA  K.  HANLON,  HANLON  AND 
ASSOCLVTES 

Ms.  Hanlon,  Chairwoman  Meyers  and  members  of  the  commit- 
tee, I  would  like  to  thank  you  for  the  opportunity  to  appear  before 
you  today. 

My  name  is  Sandi  Hanlon.  I  live  in  Pittsburgh,  Pennsylvania, 
and  I  am  president  of  Hanlon  and  Associates.  Currently,  I  also 
serve  as  the  secretary,  the  national  secretary  of  the  Bureau  of 
Wholesale  Sales  Representatives.  The  organization  is  based  in  At- 
lanta. We  represent  10,000  sales  representatives  who  work  in  the 
apparel  and  related  industries. 

There  is  a  saying  that  is  often  repeated  by  small  business 
groups:  70  percent  or  all  American  businesses  started  out  in  some- 
one's garage,  basement,  or  home.  Well,  I  am  here  to  report  to  you 
today  that  the  reverse  is  true.  A  great  number  of  American  busi- 
nesses, some  small  and  some  not  so  small,  are  moving  back  into 
the  home.  As  the  costs  of  conducting  business  continue  to  rise  and 
as  technology  makes  the  home  a  more  logical  place  to  do  business, 
more  and  more  existing  businesses  are  moving  back  home.  Of 
course,  the  home  is  indeed  the  birthplace  of  the  majority  of  success- 
ful businesses. 

Under  Soliman  ,  I  would  have  to  meet  with  buyers  in  my  home 
in  order  to  qualify,  I  do  not  do  that  for  all  of  the  reasons  that  have 
been  stated  here  today.  But  the  truth  is  that  80  percent  of  my  or- 
ders are  generated  out  of  my  home.  I  also  use  the  space  in  my 
home  to  store  samples  of  apparel  that  are  tools  of  my  trade.  These 
samples  take  up  a  single  car  garage  in  my  home,  and  I  must  also 
maintain  a  separate  security  system  to  make  sure  that  they  are  not 
stolen. 

In  order  to  explain  why  people  like  me  should  be  afforded  a  de- 
duction for  home  office  expenses,  I  would  like  to  tell  you  a  little  bit 
about  what  I  do. 

As  an  independent  sales  rep,  I  am  responsible  for  the  wholesale 
marketing  of  several  lines  of  apparel.  My  job  is  to  present  these 
lines  to  retail  buyers  and  to  obtain  orders  from  the  retailers  to 
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carry  these  lines  in  their  stores.  We  have  all  heard  that  if  a 
consumer  bought  it,  a  trucker  brought  it.  Well,  if  a  trucker  brought 
it,  a  sales  rep  sold  it.  In  fact,  if  you  wear  it,  a  sales  rep  sold  it  no 
matter  where  you  bought  it. 

I  often  chuckle  when  people  talk  to  me  about  my  glamorous  life, 
because  it  is,  in  the  eyes  of  the  beholder,  since  I  do  so  much  travel- 
ing. Typically,  my  business  logs  40,000  to  50,000  road  miles  annu- 
ally and  my  territory  includes  Pennsylvania,  West  Virginia,  Mary- 
land, Delaware,  the  District  of  Columbia,  and  New  Jersey. 

Making  a  minimum  of  five  trips  annually  to  key  areas  in  these 
States  would  not  include  the  20  to  25  trade  shows  that  I  work  an- 
nually in  Pittsburgh,  Philadelphia,  Charleston,  Atlantic  City,  and 
Ocean  City,  Maryland. 

Working  an  80  to  100  hour  work  week  would  be  typical.  The  ap- 
parel industry  has  five  seasons  per  year  which  means  I  work  be- 
tween 275  and  300  days  yearly.  Yes,  it  is  a  glamorous  life,  knee- 
deep  in  snow  in  Warren,  Pennsylvania,  or  Baltimore.  The  Port  Au- 
thority in  Manhattan  is  great  during  a  power  failure  at  Newark 
Airport,  which  I  found  out  a  few  weeks  ago. 

Chairwoman  Meyers.  You  should  get  out  to  God's  country  in 
Kansas. 

Ms.  Hanlon.  I  think  I  may  have  seen  some  of  it. 

You  have  to  try  to  imagine  the  thrill  of  sliding  down  the  moun- 
tain in  Breezewood,  Pennsylvania,  some  winter,  so  it  is  real  glam- 
orous. But  this  is  the  life  I  chose  as  an  entrepreneur.  I  could  not 
accept  a  job  which  meant  that  I  would  have  a  ceiling  on  my  in- 
come. 

Most  of  my  travel  is  by  car,  a  car  I  have  chosen  not  for  economy 
but  rather  by  the  size  of  trunk  and  the  load  capacity.  I  chose  a 
Volvo  wagon  and  allowed  myself  the  luxury  of  safety.  Many  in  my 
industry  travel  in  motor  homes  to  cut  expenses.  By  necessity,  these 
vehicles  must  have  security — the  loss  of  samples  would  mean  a  dis- 
astrous end  to  a  season,  it  is  very  important  that  we  have  security. 
You  will  find  us  in  every  small  town  in  this  country  helping  to  fuel 
those  economies. 

Twenty-six  years  ago,  I  was  one  of  the  first  women  to  break  the 
ice  in  a  traditionally  male  industry.  For  10  of  those  years,  I  had 
an  office  in  a  very  nice  building  in  Monroeville,  Pennsylvania. 

Last  February,  it  became  necessary  for  me  to  close  that  office.  It 
was  due  mainly  to  a  drastic  decline  in  my  account  base — the  rapid- 
fire  closing  of  so  many  independent  retail  stores  that  could  not 
compete  with  the  onslaught  of  the  national  discount  stores.  Power. 
In  2  years  my  gross  volume  dropped  $2  million.  That,  combined 
with  the  rising  rent,  insurance,  taxes,  telephone  costs,  made  it  im- 
possible to  continue.  I  could  not  continue  to  hire  part-time  help, 
even  though  I  needed  full-time  help.  Health  care  costs  looming  in 
the  background  and  other  benefit  requirements  made  it  impossible. 

Realizing  what  was  happening  caused  me  to  look  for  a  home 
where  I  could  run  my  business.  Consequently,  I  bought  a  larger 
home  than  I  might  have  had  circumstances  been  different,  thus 
fueling  the  economy  even  more. 

My  home  office  is  just  that,  it  is  an  office.  In  it  you  would  find 
everything  that  was  housed  in  my  former  office  in  the  nice  building 
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where  I  paid  rent.  There  is  one  critical  difference.  That  office  was 
tax  deductible.  My  home  office  is  not. 

The  contents  of  my  home  office  include  a  computer,  two  desks, 
two  phone  lines,  a  fax  machine,  voice  mail  service,  and  a  security 
system. 

All  of  my  appointments  are  made  in  that  office.  These  appoint- 
ments yield  80  percent  of  my  business.  My  samples  are  stored  in 
the  garage,  which  required  the  addition  of  a  second  security  sys- 
tem. None  of  the  companies  that  I  represent  provide  or  contribute 
in  anv  way  to  the  support  of  my  office.  Those  companies  are  located 
in  Atlanta,  Los  Angeles,  New  York,  New  Jersey,  and  Florida. 

We,  the  independent  sales  representatives  of  this  Nation,  ask  you 
to  give  back  what  the  Supreme  Court  took  away  in  1993.  We  ask 
for  what  is  legitimately  ours,  the  right  to  deduct  a  place  of  business 
regardless  of  its  location. 

This  deduction  should  be  available  for  office  space  that  is  re- 
quired to  run  a  small  business  as  well  as  for  the  space  required  to 
store  the  tools  of  our  trade,  in  my  case  samples.  We  ask  that  you 
correct  this  inequity  and  restore  our  right  to  the  home  office  deduc- 
tion. Tom  Detrich,  another  one  of  our  members,  will  testify  before 
your  colleagues  on  the  Ways  and  Means  Committee  February  1. 
We  are  in  different  areas  of  the  industry  but  we  have  the  same 
problems. 

Last  year,  Congressman  Allard  of  Colorado  introduced  legislation 
to  correct  the  concerns  of  bureau  members  with  regard  to  product 
samples  and  Congress  woman  Johnson  of  Connecticut  introduced 
broad  language  that  incorporated  both  the  product  samples  as  well 
as  proposing  a  broad-based  solution  for  home  offices.  The  language 
is  also  included  within  the  legislation  recently  introduced  by  Con- 
gressman Archer,  Chairman  of  the  Ways  and  Means  Committee,  as 
a  part  of  the  Contract  With  America  language.  We  note  that  this 
language  is  nearly  identical  to  the  proposal  introduced  last  year  by 
Congresswoman  Nancy  Johnson  and  which  was  endorsed  by  many 
Members  of  Congress. 

Thank  you  for  the  opportunity  to  appear  before  you  today. 

Chairwoman  Meyers.  Thank  you  very  much,  Ms.  Hanlon. 

[Ms.  Hanlon's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Our  next  witness  will  be  Carolyn  Hennige, 
Creative  Tutors,  Alexandria,  Virginia. 

TESTIMONY  OF  CAROLYN  HENNIGE,  CREATIVE  TUTORS 

Ms.  Hennige.  Madam  Chair  Jan  Meyers,  Ranking  Member  John 
LaFalce,  and  House  Small  Business  Committee  members,  thank 
you  for  inviting  me  to  testify  today. 

My  name  is  Carolyn  Hennige,  owner  of  Creative  Tutors,  a  home- 
based  business  located  in  Alexandria,  Virginia.  I  am  here  to  testify 
today  not  only  as  a  home-based  business  owner  but  also  as  a  mem- 
ber of  the  National  Association  for  the  Self-Employed. 

As  the  operator  of  a  home-based  business,  I  teach  study  skills 
and  provide  tutoring  services  to  students  in  kindergarten  through 
graduate  school,  I  have  been  in  business  for  8  years  and  full  time 
for  only  1  year.  In  terms  of  my  professional  bacKground,  I  am  a  re- 
tired teacher  who  taught  for  24  years  in  the  Fairfax  County,  Vir- 
ginia, school  system. 
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On  behalf  of  the  NASE,  I  am  pleased  to  testify  on  the  home  office 
tax  deduction.  The  NASE  represents  over  300,000  small  business 
persons  across  the  United  States. 

The  home  office  deduction  is  extremely  important  to  the  NASE 
and  its  members.  According  to  a  recent  survey,  about  65  percent 
of  the  NASE's  members  operate  home-based  businesses. 

Although  I  am  the  owner  of  a  home-based  business,  I  do  not  take 
the  home  office  deduction  on  my  tax  return  even  though  I  have  no 
other  office  available  to  me.  I  perform  all  of  the  administrative 
functions  of  my  business  from  my  home  office. 

My  accountant  has  advised  me  against  taking  a  deduction,  par- 
ticularly in  light  of  the  1993  U.S.  Supreme  Court  decision  in  the 
Commissioner  v.  Soliman  case.  This  case  substantially  narrowed 
the  availability  of  the  home  office  deduction  to  America's  small 
business  community. 

This  case  has  added  two  limitations  on  the  deduction  by  requir- 
ing that,  one,  the  revenues  from  the  business  must  be  generated 
from  within  the  home  office  itself;  and,  two,  the  clients  of  the  busi- 
ness owner  must  visit  the  office.  Both  of  these  additional  criteria 
I  do  not  meet.  The  second  criteria  is  particularly  onerous  to  home- 
based  business  owners  in  light  of  the  fact  that  many  zoning  ordi- 
nances prohibit  clients  from  visiting  the  home  office.  I  am  espe- 
cially pleased  that  H.R.  9,  the  Job  Creation  and  Wage  Enhance- 
ment Act,  would  restore  the  home  office  deduction  for  me  and  tens 
of  thousands  of  other  small  business  persons. 

The  NASE  strongly  supports  the  home  office  deduction  provisions 
of  H.R.  9.  These  provisions  provide  much  needed  clarification  to  the 
small  business  community  regarding  the  availability  of  the  home 
office  deduction. 

The  Soliman  decision  creates  significant  problems  for  a  broad 
range  of  industries  and  professions.  The  list  of  people  potentially 
losing  the  deduction  includes  independent  sales  representatives, 
plumbers,  electricians,  remodeling  specialists,  home  builders,  vet- 
erinarians, travel  agencies,  and  otners.  Now,  as  a  result  of  Soliman 
,  business  owners  must  have  their  clients  visit  them  at  their  home 
offices  to  qualify  for  the  deduction. 

The  NASE  firmly  believes  the  holding  in  the  Soliman  case  to  be 
extremely  shortsighted,  especially  since  the  decision  ignores  the 
way  business  is  conducted  today.  Offices  have  changed  dramati- 
cally in  the  last  20  years.  That  is,  personal  computers,  facsimile 
machines,  computer  networks,  and  overnight  delivery  services  have 
made  it  unnecessary  to  bring  the  customers  to  the  home  office.  The 
decision  is  also  shortsighted  as  local  zoning  ordinances  often  pro- 
hibit home-based  businesses  from  bringing  customers  to  the  home 
office. 

By  holding  that  the  home  office  must  itself  generate  revenue,  the 
Soliman  decision  effectively  treats  the  administrative  activities  of 
the  business  as  unimportant.  This  truly  is  the  case  with  my  busi- 
ness. As  I  stated  before,  even  though  I  perform  all  of  my  adminis- 
trative work  from  the  home  office,  I  still  do  not  qualify  for  a  home 
office  deduction  because  I  must  visit  my  clients  in  their  homes  in 
order  to  tutor  students.  Both  of  these  problems  are  clearly  ad- 
dressed under  the  Job  Creation  and  Wage  Enhancement  Act. 
Therefore,  the  NASE  and  I  would  appreciate  its  passage. 
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Thank  you. 

Chairwoman  Meyers.  Thank  you  very  much. 
[Ms.  Hennige's  statement  may  be  found  in  the  appendix.] 
Chairwoman   Meyers.    Our  final    witness   for   this   morning   is 
Debra  Lessin  of  D.  J.  Lessin  and  Associates,  Chicago. 

TESTIMONY  OF  DEBRA  LESSIN,  D.J.  LESSIN  AND  ASSOCIATES 

Ms.  Lessin.  Good  morning.  My  name  is  Debra  Lessin.  I  am  here 
today  as  a  woman  with  many  identities.  I  am  a  certified  pubHc  ac- 
countant with  a  practice  located  in  Chicago  that  serves  creative 
professional  and  entrepreneurial  individuals  and  small  businesses 
throughout  the  United  States.  I  also  write  a  monthly  column  on  tax 
issues  for  small  businesses  which  is  published  in  Today's  Chicago 
Woman  and  Midwest  Women's  Forum  in  northwest  Indiana.  I  am 
also  the  national  chair  of  the  home  office  deduction  committee  of 
the  National  Association  of  Women  Business  Owners,  NAWBO, 
and  a  representative  of  the  home-based  business  committee  of  the 
Illinois  Women's  Economic  Development  Summit,  but  most  impor- 
tantly, I  am  an  entrepreneur  who  is  proud  to  acknowledge  that  11 
years  ago  I  began  as  a  home-based  business.  I  bring  to  the  table 
both  professional  expertise  fueled  by  personal  experience. 

As  a  CPA,  I  am  often  forced  to  be  the  tax  police,  enforcing  rules 
and  regulations  that  don't  always  seem  fair  and  logical.  I  continue 
on  my  path  of  education  and  compliance,  shrugging  my  shoulders 
and  sometimes  shaking  my  head  in  disbelief.  Every  once  in  a  while 
an  issue  iiritates  me  enough  to  react  beyond  words.  For  the  last 
2  years,  that  issue  has  been  the  home  office  tax  deduction. 

In  January  1993,  the  Supreme  Court  decision  in  Soliman  v.  the 
Commissioner  caught  many  entrepreneurs  by  surprise.  Previously, 
the  home  office  deduction  was  available  to  those  who,  one,  had  no 
other  office  for  their  business;  two,  dedicated  space  in  their  homes 
for  the  sole  and  exclusive  use  of  the  home  business;  and,  three,  had 
enough  business  income  to  cover  the  value  of  the  deduction.  The 
Soliman  decision  seemingly  added  two  new  tests  for  the  deduction: 
First,  customers  must  physically  visit  the  home  office;  and,  second, 
the  business  income  must  be  generated  within  the  home  office  it- 
self. 

These  new  tests  are  shortsighted  and  ignore  the  way  that  busi- 
ness is  conducted  today.  Any  perception  that  a  taxpayer  is  merely 
trying  to  write  off  their  dining  room  table  is  outdated  and  mis- 
guided. Home-based  businesses  are  technologically  sophisticated. 
Faxes,  modems  and  computer  networks  allow  businesses  which  had 
traditionally  required  an  outside  office  to  operate  from  home  with- 
out physically  meeting  their  clients.  As  our  economy  becomes  more 
globalized,  more  and  more  international  business  is  being  con- 
ducted from  home  offices,  since  visits  with  overseas  customers  are 
rarely  feasible.  Many  businesspersons  such  as  independent  sales 
representatives  or  repairmen  must  visit  their  customers  at  the  cus- 
tomer's place  of  business  in  order  to  make  the  sale  or  repair.  Yet 
these  businesses  must  still  have  an  office,  an  administrative  core. 
The  new  tests  are  also  in  conflict  with  some  local  zoning  ordinances 
which  prohibit  home-based  businesses  from  bringing  customers 
into  a  home  office. 
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In  a  manufacturing  or  retail  environment,  it  is  easier  to  identify 
where  services  are  being  rendered,  but  in  our  increasingly  service- 
oriented  economy,  it  is  a  much  grayer  distinction.  To  discount  the 
administrative  aspects  of  operating  a  business  is  to  discount  the 
very  essence  of  an  entrepreneur.  The  administrative  tasks  of  run- 
ning a  business — recordkeeping,  billing,  scheduling,  sales,  and  mar- 
keting— are  critical  to  the  health  and  survival  of  any  business.  Yet, 
the  new  tests  added  by  Soliman  treat  administrative  activities  as 
unimportant. 

For  many,  home-based  businesses  is  a  choice.  For  others,  it  is  a 
necessity.  For  many  start-up  businesses  as  well  as  people  reenter- 
ing the  work  force  after  a  job  loss,  the  very  economic  viability  of 
a  new  venture  can  depend  on  whether  or  not  it  can  be  started  as 
a  home-based  business.  For  many  people  with  historically  poor  ac- 
cess to  capital,  including  women  and  minorities,  as  well  as  elderly 
and  disabled  persons  for  whom  traditional  office  environments  and/ 
or  commuting  can  pose  problems,  the  home-based  business  can  be 
an  important  road  to  economic  independence. 

Home-based  businesses  are  also  profamily.  For  parents  with 
small  children,  the  home-based  business  helps  avoid  the  loss  of  a 
second  income  and  the  cost  of  outside  child  care.  Home-based  busi- 
nesses are  also  good  for  our  environment,  reducing  air  pollution  in 
direct  relation  to  reduced  commuting. 

Plain  and  simple,  home  offices  make  economic  sense.  To  force  a 
business  owner  to  rent  an  outside  office  when  that  office  is  not 
needed  and  punish  a  taxpayer  who  meets  the  relevant  criteria  be- 
fore Soliman  by  denying  a  home  office  deduction  is  fundamentally 
arbitrary. 

Home-based  businesses  mean  opportunity  and  job  creation.  Most 
are  service-oriented  businesses  which  are  providing  the  greatest  job 
growth  and  employment  opportunities  today.  Today's  home-based 
business  may  be  tomorrow's  Apple  Computer.  A  home  office  should 
qualify  as  the  principal  place  of  business  if  the  office  is  the  location 
where  the  taxpayer's  essential  administrative  or  management  ac- 
tivities are  conducted  on  a  regular  and  systematic  basis  by  the  tax- 
payer and  the  office  is  necessary  because  the  taxpayer  has  no  other 
location  for  the  performance  of  those  tasks.  Home-based  businesses 
should  be  encouraged. 

According  to  LINK  Resources  Corporation,  a  New  York  City- 
based  technology  and  research  consulting  firm,  the  number  of  full- 
time,  home-based  business  owners  totaled  12.1  million  in  1992,  an 
increase  of  300,000  over  1991  while  the  number  of  part-time,  home- 
based  business  owners  reached  11.7  million,  an  increase  of  1.2  mil- 
lion. 

NAWBO  conducted  a  survey  on  this  important  issue  last  year.  A 
large  diverse  sample  of  582  business  owners  drawn  from  34  States 
responded  to  the  survey.  Fifty-five  percent  of  those  samples  had 
been  in  business  for  over  7  years.  Sixty-three  percent  of  the  women 
launched  their  businesses  out  of  their  house.  The  average  number 
of  years  that  respondents  operated  from  a  home-based  business 
was  5.31  years.  Ninety-eight  percent  of  NAWBO  members  sampled 
support  new  home  office  deduction  legislation.  This  has  been  a 
NAWBO  public  policy  priority  issue  for  1994  and  1995. 
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Women  currently  own  30  percent  of  all  businesses  and  are  pro- 
jected to  own  50  percent  by  the  year  2000.  But  the  home  oflEice  de- 
duction is  not  just  a  women's  issue.  It  is  a  small  business  issue. 
This  issue  is  being  raised  at  most  State  conferences  for  the  June 
1995  White  House  Conference  on  Small  Business  as  a  top  commu- 
nity development  or  taxation  issue. 

As  the  NAWBO  home  office  deduction  advocate,  I  have  been 
working  closely  with  the  National  Association  for  the  Self-Em- 
ployed, who  organized  the  Coalition  of  Business  Organizations, 
which  supported  the  legislation  introduced  in  the  103d  Congress 
which  would  have  overturned  the  Soliman  decision. 

As  a  CPA,  I  am  also  pleased  that  the  American  Institute  of  Cer- 
tified Public  Accountants  is  amongst  those  who  have  supported  this 
legislation.  Unfortunately,  no  action  was  taken  on  this  measure 
prior  to  adjournment. 

The  Contract  With  America  contains  a  provision  that  restores 
the  home  office  deduction  to  its  previous  form.  Section  12003  of 
H.R.  9,  the  Job  Creation  and  Wage  Enhancement  Act,  addresses 
the  small  business — important  small  business  issue. 

This  home  office  deduction  legislation  will  be  of  primary  benefit 
to  businesses  which  operate  as  sole  proprietors.  This  may,  in  fact, 
be  one  of  the  only  tax  incentives  that  strongly  favors  operating  in 
this  form  of  business.  In  order  for  an  employee  to  qualify  for  the 
home  office  deduction,  an  additional  requirement  is  added  whereby 
the  exclusive  use  of  the  home  office  must  be  for  the  inconvenience 
of  the  employer.  Since  an  employee's  home  office  expenses  must  be 
claimed  as  a  miscellaneous  itemized  deduction  subject  to  the  2  per- 
cent floor  on  Schedule  A,  the  value  of  this  deduction  to  an  em- 
ployee, if  any,  is  greatly  diminished. 

Where  an  employee  rents  any  portion  of  their  home  to  their  em- 
ployer, which  can,  of  course,  be  their  wholly  owned  corporation,  sec- 
tion 280A(c)(6)  already  denies  a  home  office  deduction  and  limits 
the  deduction  allowable  to  the  mortgage  interest  and  taxes  that  are 
deductible  absent  business  use.  Form  8829,  Expenses  for  Business 
Use  of  your  Home,  can  easily  be  redesigned  to  accommodate  com- 
pliance with  the  requirements  in  a  yes  or  no  question  format. 

Small  business  is  the  foundation  of  future  economic  development. 
Starting  a  business  from  home  should  be  encouraged  through  in- 
centives that  reflect  the  spirit  of  today's  entrepreneurs.  It  is  time 
to  do  the  right  thing  and  correct  the  havoc  created  by  the  Soliman 
decision.  I  strongly  urge  you  to  support  and  pass  this  important 
legislation. 

Thank  you. 

Chairwoman  Meyers.  Thank  you  very  much,  Ms.  Lessin.  We  ap- 
preciate your  testimony.  It  has  been  enlightening. 

[Ms.  Lessin's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  I  am  going  to  recognize  people  who  will 
ask  you  questions  in  the  order  of  their  arrival  at  the  committee.  I 
think  I  will  defer  my  questions,  except  for  one  very  quick  one,  and 
then  we  will  start  with  Representative  Myrick. 

First,  let  me  ask  you  in  1991  or  1992,  perhaps,  there  were  1.6 
million  people  who  used  this  deduction.  Since  the  decision,  I  know 
that  it  has  dropped  dramatically.  Do  any  of  you  know  how  many 


19 


people  are  able  to  take  advantage  of  the  home  office  deduction 


now.' 


Ms.  Williams.  Madam  Chair,  I  know  my  phone  rang  off  the  hook 
after  that  decision  became  public  with  people  being  afraid  and 
wanting  to  know  what  should  they  do  and  how  can  we  get  it 
changed. 

The  CPA's  in  the  American  Association  of  Home-Based  Busi- 
nesses were  trying  to  quell  people's  fears.  I  think  perhaps  the 
CPA's  can  give  the  numbers  but  there  are  very  few  numbers  oar- 
ticularly  because  a  lot  of  home-based  businesses  don't  even  declare 
themselves  as  home-based  businesses.  It  is  hard  to  get  any  kind  of 
figures.  All  I  can  tell  you  is  they  are  scared  to  take  it  for  being  au- 
dited automatically. 

Chairwoman  Meyers.  Thank  you  very  much. 

Ms.  Lessin.  Can  I  address  that,  too? 

Chairwoman  Meyers.  Yes. 

Ms.  Lessin.  As  a  CPA,  I  will  acknowledge  that  I  dropped  the  de- 
duction off  several  returns  that  clearly  fit  the  facts  of  the  Soliman 
case.  But  I  could  probably  say  I  am  still  very  aggressive  in  claiming 
that  deduction  for  a  couple  of  reasons.  One  is  partially  because  of 
my  own  views  on  the  case.  I  remember  that  first  April  15  when 
they  were  talking  about  it.  I  kept  hearing  things  on  the  radio.  It 
was  like  the  home  office  police  were  coming  to  get  you. 

I  think  part  of  it  is  fear.  But  the  percentage  of  returns  that  are 
truly  audited  over  this  in  my  20  years  of  practice  is  minimal.  I 
think  I  have  seen  two.  Part  of  the  fear  that  is  out  there  exists  for 
a  couple  of  reasons.  If  you  sell  your  home,  all  of  a  sudden  you  cre- 
ate a  taxable  gain  on  that  home  office  that  you  can't  roll  over.  So, 
there  are  lots  of  different  reasons  why  people  don't  take  it.  But  I 
think  part  of  the  perception  mostly  is  the  fear  of  audit. 

Chairwoman  Meyers.  I  would  think  also  that  the  terms  of  the 
Soliman  decision  that  people  have  to  come  to  your  home  has  prob- 
ably restricted  that  as  far  as  zoning  is  concerned,  too.  I  know  that 
in  some  of  the  cities  in  my  district  I  believe — I  mean,  I  started  on 
the  city  council  and  I  haven't  been  there  for  a  long  time  now,  but 
I  think  home  offices  were  allowed  if  there  were  not  a  lot  of  traffic 
to  and  from  the  place  that  would  bother  neighbors,  but  I  would 
think  the  conditions  of  the  Soliman  decision  would  make  zoning 
much,  much  more  difficult  to  get. 

Sue  Myrick. 

Mrs.  Myrick.  Madam  Chair,  you  asked  my  question  really,  and 
I  also  am  familiar  with  it  for  some  of  the  same  reasons  having 
served  on  the  city  council  and  being  aware  of  the  zoning.  You  have 
answered  all  my  questions  that  I  had  this  morning  in  your  testi- 
mony. I  appreciate  it. 

Chairwoman  Meyers.  All  right.  Thank  you.  Sue.  Mr.  LaFalce. 

Mr.  LaFalce.  I  think  we  all  agree  that  there  ought  to  be  an  ap- 
propriate deduction.  The  question  is  how  do  we  get  fi*om  here  to 
there,  what  language  do  we  come  up  with.  There  is  a  difference, 
is  there  not,  between  home-based  business  and  a  deduction  for  an 
office  in  a  home?  Is  that  correct? 

Ms.  Lessin.  Yes. 

Mr.  LaFalce.  Are  we  talking  about  a  deduction  for  an  office  in 
a  home  for  somebody  who  doesn't  have  what  could  be  called  a 
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home-based  business  or  are  we  only  talking  about  a  deduction  for 
an  office  in  a  home  for  someone  who  legitimately  says  his  business 
is  based  in  his  home.  The  former  or  the  latter? 

Ms.  Williams.  If  I  may,  that  goes  to  the  criteria  of  membership 
in  our  association,  and  we  have  defined  "home-based  businesses" 
versus  "home  office  workers"  as  those  persons  generating  their  own 
income  within  that  office,  whether  it  is  the  administrative  duties 
or  whatever,  but  it  is  their  primary  location  for  that  office  versus 
someone  who  is  receiving  a  salary  from  somewhere  else. 

Ms.  Lessin.  Right. 

Mr.  LaFalce.  Okay.  So,  I  remember  receiving  letters  from  col- 
lege professors  who  have  an  office  in  their  home  and  they  keep 
their  books  there,  they  keep  their  records  there,  they  keep  their 
students'  papers  there.  They  grade  their  students'  papers  there,  et 
cetera. 

They  are  paid  by  the  college  or  university  they  work  for.  At  one 
time,  they  could  take  a  deduction  for  that  office  in  their  home.  That 
is  going  way  back.  Now  they  can't.  You  are  not  talking  about 
changing  that,  are  you?  Are  you  talking  about  allowing  these  col- 
lege professors  a  deduction  for  this  room  in  their  home  which  is 
their  office  for  grading  papers,  reading  in  preparation  for  their  col- 
lege classes? 

Chairwoman  MEYERS.  Would  the  gentleman  yield? 

Mr.  LaFalce.  I  would  like  them  to  answer. 

Ms.  Lessin.  I  added  that  section  at  the  end  actually,  yes,  the 
other  day  because  there  is  a  distinction.  If  that  is  an  employee, 
there  is  an  added  test  where  that  has  to  be  for  the  convenience  of 
the  employer.  Then  you  add  all  the  2  percent  test  and  all  the  rest 
of  the  tests.  By  the  time  you  are  done,  there  may  not  be  a  deduc- 
tion. No,  I  don't  think  we  are  talking  about  that.  We  are  talking 
about  entrepreneurs  who  have  their  own  business  who  do  not  have 
a  separate  office.  There  are  a  lot  of  people 

Mr.  LaFalce.  All  right,  fine. 

Ms.  Lessin. — that  have  an  office  and  like  to  bring  their  work 
home.  We  were  not  talking  about  that,  either. 

Mr.  LaFalce.  What  about  talking  about  a  gasoline  station  opera- 
tor who  pumps  gas,  even  has  a  franchise  operation,  what  have  you? 
He  pumps  gas  and  he  has  a  little  desk  where  we  sits  and  has  coffee 
occasionally  at  the  gas  station.  But  he  does  his  paperwork  at  home. 
He  has  got  a  little  office  at  home.  Is  that  a  home-based  business? 
Is  that  office  able  to  qualify  for  a  deduction? 

Ms.  Williams,  you  are  indicating  no.  Ms.  Lessin,  you  are  indicat- 
ing yes. 

Ms.  Williams.  I  think  there  is  perhaps  a  happy  medium.  He  has 
another  primary  place  of  business  and  it  is  very  different  from  peo- 
ple like  myself  and  my  husband  whose  primary  business  is  located 
in  our  home.  We  don  t  have  a  choice  other  than  the  fact  that  we 
have  chosen  for  a  lot  of  reasons  to  be  in  the  home. 

I  think  that  there  could  be  a  way  and  it  is  probably  opening  up 
a  whole  kettle  of  fish  of  giving  a  percentage 

Mr.  LaFalce.  This  issue  is  a  whole  kettle  of  fish.  It  is  a  complex 
issue  because  everybody  wants  to  get  in  under  it.  That  is  one  of  the 
difficulties. 
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Ms.  Lessin,  could  you  please  respond?  You  indicated  that  the  gas 
station  operator  should  be  entitled  to  the  deduction. 

Ms.  Lessin.  The  question  is  that  desk  he  has  there,  could  you  do 
your  administrative  records  there. 

This  reminds  me  of  a  case,  it  is  in  my  article,  but  I  don't  have 
the  case,  the  laundromat  case  where  there  is  no  place  to  do  the 
books  and  records  and  the  appellate  court  held  that  it  was  a  legiti- 
mate place  to  have  a  home  oflfice  because  there  had  to  be  some- 
where where  you  could  do  the  administrative  tasks  of  operating 
that  business.  If  you  can  do  it  in  the  gas  station,  the  answer  is  no. 
If  you  cannot,  the  answer  should  be  yes. 

Chairwoman  Meyers.  Mr.  LaFalce,  I  was  thinking  that  the  cri- 
teria before  the  decision  was  basically  if  you  have  an  office  any- 
place else,  you  don't  qualify  for  a  home  office  deduction,  and  that 
seems  to  me  that  it  would  take  care  of  the  college  professor,  al- 
though it  maybe  not.  That  you  have  to  utilize  that  space  exclu- 
sively for  the  business  and  that  you  do  not  generate  more  in  deduc- 
tions than  you  do  in  business  from  that.  But  it  would  seem  that 
you  can  narrow  it  with  language  so  that  it  doesn't  have  to  be 

Mr.  LaFalce.  Well,  you  can  do  anything  you  want  to  language. 
The  question  is,  what  do  we  want  to  reach. 

Now,  suppose  you  are  talking  about  an  attorney  who  has  an  of- 
fice in  downtown  Washington.  But  this  attorney  also  has  an  office 
in  his  home  and  occasionally  he  will  have  clients  come  into  his 
home  and  have  them  sit  down  in  his  office  and  that  is  all  it  is  used 
for?  Five  days  a  week  he  is  in  downtown  Washington.  But  on  Sat- 
urdays and  Sundays  and  sometimes  week  nights  this  attorney  sees 
people  in  his  home  in  this  room  where  he  just  has  legal  books  and 
a  desk  and  really  only  does  legal  work?  Do  you  intend  to  qualify 
that  for  the  deduction? 

Ms.  Lessin.  No. 

Chairwoman  Meyers.  He  has  another  office. 

Ms.  Lessin.  That  is  by  choice,  not  by 

Chairwoman  MEYERS.  Mr.  Chrysler? 

Mr.  LaFaixe.  I  just  wanted  to  clarify  it.  Thank  you. 

Mr.  Chrysler.  Should  the  home  office  deduction,  if  we  allowed 
that,  should  that  increase  revenues  to  the  Treasury?  From  the 
standpoint  of  we  will  have  more  businesses  operating  in  our  homes 
and  we  should  almost  offset  our  costs  of  the  deduction. 

Mr.  LaFalce.  That  is  truly  dynamics  growing. 

Mr.  Chrysler.  Also  truly  dynamics  growing  as  done  as  only  a 
entrepreneur  can  do  it  much  better  than  micromanaging  Govern- 
ment to  death  and  businesses. 

Also  you  know  we  should  see  another  tremendous  benefit  from 
a  home  office  deduction  which  would  be  stronger  families.  I  have 
heard  numbers  of  40  percent  of  Americans  could  work  out  of  their 
homes  by  the  year  2000  because  of  the  technology  and  fiber-optics 
and  things  like  that,  and  of  course  we  would  unblock  our  highways 
and  because  people  wouldn't  be  driving  to  work,  we  would  certainly 
have  mom  and  dad  home  when  children  go  to  school  and  when  chil- 
dren come  home  from  school.  Again,  building  stronger  families.  I 
think  there  is  an  awful  lot  of  side  benefits  that  we  can  derive. 
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Do  you  have  any  comments  on — ^have  any  of  you  heard  any  num- 
bers of  how  many  Americans  could  work  out  of  their  homes  pos- 
sibly? 

Ms.  Hanlon.  I  don't  think  there  are  any  real  numbers  that  I  can 
put  my  hands  on  right  now,  but  I  can  tell  you  right  now  with  tech- 
nology being  what  it  is  today  and  seeing  what  is  going  to  happen 
down  the  road,  there  are  going  to  be  many,  many  more,  and  a 
home-based  business  is  one  of  the  few  opportunities  that  individ- 
uals have  to  start  out  on  their  own  with  no  capital  on  their  income 
to  do  something  that  they  have  a  passion  for.  I  think  that  is  very 
important. 

As  far  as  revenue,  I  can  tell  you  on  my  own  experience  that  this 
issue,  and  a  couple  of  others,  if  I  had  those  deductions  available  to 
me,  I  would  take  that  money,  put  it  back  into  my  business,  which 
is  desperately  needed.  I  don't  have  it.  My  growth  has  slowed  down 
because  I  don't  have  that  ability.  As  far  as  families  and  my  indus- 
try, a  lot  of  the  wives  now  are  able  to  stay  at  home  with  their  chil- 
dren and  work  in  those  home-based  offices  and  participate  with 
their  husbands  in  a  business  and  incorporate  the  entire  family. 

Chairwoman  MEYERS.  Ms.  Lessin. 

Ms.  Lessen.  All  you  need  to  do  is  watch  the  commercials  on  tele- 
vision showing  small  businesses  going  home  from  equipment  manu- 
facturers and  the  telephone  companies.  It  is  like  everyone  else  gets 
it  and  sees  that  that  is  where  it  is  all  going.  I  think  it  is  time  that 
we  encourage  the  growth  of  the  home-based  businesses  because  I 
think  that  is  where  people  incubated. 

I  was  a  home-based  business  for  2  years.  I  grew  my  business.  I 
shrunk  my  business.  I  have  given  thought  to  going  back  home.  I 
have  also  decided  not  to  but  you  go  through  those  phases.  That  the 
home-based  business  may  move  out  of  the  house,  it  may  choose  to 
stay  in  the  house,  but  that  is  where  the  growth  is  coming,  because 
it  is  kind  of  a  little  less  risky.  Starting  a  business  is  extremely 
risky. 

Mr.  Chrysler.  I  will  attest  to  that.  Thank  you. 

Chairwoman  Meyers.  Thank  you,  Mr.  Chrysler.  Mr.  Hilliard. 

Mr.  Milliard.  I  have  no  questions. 

Chairwoman  Meyers.  Thank  you.  Mr.  Poshard. 

Mr.  Poshard.  Thank  you.  Madam  Chairman. 

The  previous  speaker  articulated  my  concerns  exactly. 

I  think  the  greatest  problem  facing  this  Nation  is  the  debt  that 
we  have  incurred  and  the  ensuing  debt  that  we  have  accumulated 
over  the  past  decade-plus  years.  My  concern  always  with  respect  to 
any  kind  of  tax  deductions  or  write-offs,  is  whether  it  is  going  to 
be  revenue  neutral,  and  is  it  going  to  increase  the  productivity  of 
business,  generating  more  revenue  back  to  the  Treasury  than  we 
take  out  of  it  by  allowing  the  deduction.  I  guess  I  am  understand- 
ing you  to  say  chat  you  think  it  will,  irrespective  of  what  CBO  may 
project  on  this,  and  I  hope  we  do  get  a  budget  analysis  from  CBO. 

Chairwoman  Meyers.  I  do  believe  that  the  Contract  With  Amer- 
ica that  showed  $100  million  a  year  is  a  CBO  estimate,  I  believe. 
I  am  not  sure. 

Mr.  Chrysler.  Yes. 

Mr.  Poshard.  A  cost  to  the  Treasury  of  $100  million  a  year. 
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Chairwoman  Meyers.  One  hundred  million  a  year.  So,  it  is  a 
half  a  billion  over  5  years,  and  Mr.  Allard  said  that  his  projection 
from  CBO  last  year  was  $400  million  over  a  5-year  period. 

Mr.  POSHARD.  Well,  those  kinds  of  considerations  enter  into  our 
thinking  as  to  whether  or  not  we  support  these  types  of  deductions 
or  not,  because  I  think  we  all  want  to  find  some  way  to  enact  tax 
fairness  in  the  code.  This  is  certainly  something  that  I  think  we 
need  to  do,  but  we  also  need  to  remember  that  the  bottom  line  for 
all  of  us  is  whether  it  is  going  to  increase  productivity. 

The  other  concern  that  I  nave  that  surely  will  get  worked  out 
somewhere  and  that  is  definitional  by  character,  and  that  is  how 
do  we  eliminate  the  tremendous  potential  for  abuse  in  this  area. 
All  of  us  understands  there  will  be  abuses,  because  everybody  is 
going  to  want  to  take  advantage  of  it.  The  way  we  draw  up  the  lan- 
guage is  going  to  make  the  tax  police  more  important.  I  am  hopeful 
that  we  can  do  this  because  I  think.  Madam  Chairman  and  wit- 
nesses, that  this  offers  us  a  real  chance  to  help  a  growing  part  of 
the  small  business  community  in  this  country  that  needs  our  help. 
I  commend  you  on  your  testimony  here  today  and  thank  you  for 
being  here. 

Chairwoman  Meyers.  Thank  you,  Mr.  Poshard.  Mr.  Lobiondo. 

Mr.  Lobiondo.  Thank  you.  Madam  Chair. 

I,  too,  would  like  to  thank  you  for  coming  to  share  your  views 
with  us.  The  questions  have  already  been  answered,  but  I  think  it 
has  been  laid  out  pretty  well  that  we  have  to  find  some  common 

f round  to  move  forward  with,  and  I  am  very  hopeful  that  we  can 
0  that  in  a  meaningful,  substantive,  and  timely  way.  Thank  you. 

Chairwoman  Meyers.  Thank  you,  Mr.  Lobiondo.  Mr.  Tucker. 

Mr.  Tucker.  Thank  you.  Madam  Chairwoman.  Certainly  the 
panelists  are  to  be  thanked  for  their  information. 

This  is  a  very  exhilarating  area  of  our  committee  work  that  I  be- 
lieve is  important  and  needs  to  come  to  resolution  in  this  session 
of  the  Congress,  and  I  look  forward  to  working  with  my  colleagues 
in  doing  that. 

I  certainly  would  associate  myself  with  the  remarks  of  my  col- 
leagues with  their  concern  on  the  areas  of  the  definitional  issues 
and  certainly  with  the  fiscal  issues.  I  think  with  the  kind  of  num- 
bers that  we  have  heard,  as  Madam  Chair  has  pointed  out,  $5  mil- 
lion or  half  a  billion  over  5  years  certainly  sheds  some  light  on  this 
issue  and  I  think  is  somethmg  we  can  work  with  particularly  when 
you  weigh  it  against  the  kinds  of  returns  that  this  means  not  only 
to  small  business  owners  or  home-based  business  owners  but  to  our 
economy  over  all  because  we  have  to  think  about  the  aggregate  and 
multiplicative  effect  that  this  has  on  our  economy  as  we  try  to  re- 
cover. 

I  think  that  your  testimony  has  been  well  thought  out.  It  is  a 
commentary  on  American  society,  socially  and  economically,  in  the 
1990's.  When  you  think  about  what  has  happened,  and  being  from 
California  and  particularly  having  seen  the  downsizing,  or 
rightsizing,  as  we  like  to  say  in  terms  of  defense  jobs  in  California, 
and  how  many  people  have  been  laid  off  and  have  had  to  start 
home  businesses  out  there,  certainly  I  am  very,  very  sensitive  to 
that.  Also  from  a  social  standpoint,  as  you  say,  the  two-working 
parent  families  and  the  mothers  and  the  grandmothers  who  have 
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the  responsibilities  with  their  kids  demographically,  I  think  that 
your  commentary  speaks  to  the  experience  of  the  1990's  family,  and 
the  main  thing  again  would  be  just  our  concern  to  definitionally 
make  sure  that  fi-aud  is  not  perpetrated  and  that  certainly  that  it 
can  be  paid  for,  but  other  than  that  I  think  that  this  is  an  excellent 
proposal  that  we  return  to,  and  applaud  you  for  coming  today  and 
sharing  your  concerns  and  your  experiences  with  us,  and  congratu- 
lations to  all  of  you  in  your  businesses. 

Chairwoman  Meyers.  Thank  you,  Mr.  Tucker. 

Ms.  Smith. 

Mrs.  Smith.  I  think  the  last  gentleman  just  gave  my  total  com- 
ments, but  I  think  that  what  I  would  like  to  ask  of  you  is 

Chairwoman  Meyers.  Linda,  would  you  use  your  microphone. 

Mrs.  Smith.  I  am  sure  it  didn't  work  yesterday  so  I  guess  I  was 
ignoring  it. 

What  I  would  like  to  ask  of  you  is  to  take  a  look  further  beyond 
the  contract  at  the  total  tax  policy  and  the  total  policy  around  the 
small  business  creation — operation,  office  and  home — and  be  ready 
to  make  recommendations  to  the  Subcommittee  on  Taxation  and 
Finance. 

I  would  like  us,  the  subcommittee,  to  focus  on  just  what  the  prior 
gentleman  spoke  about,  the  total  change  in  our  culture,  and  spoken 
as  a  woman  who  came  into  this  business  world  in  the  late  60's,  we 
all  went  out  and  now  many  of  the  same  women  that  I  entered  the 
business  world  with,  attorneys,  policymakers,  they  are  all  trying  to 
find  ways  to  go  back.  Many  of  them  have  young  children,  they 
started  their  families  late,  but  they  understand  the  value  of  some- 
body being  home  and  developing  their  career,  whatever  that  might 
be,  out  of  the  home. 

So,  as  I  looked  at  that  and  looked  at  the  tax  law,  and  I  used  to 
teach  this  portion  of  the  law  a  lot  because  it  kept  changing  year 
after  year  and  I  had  to  teach  the  changes,  but  I  would  find  that 
it  just  seemed  to  discourage  people  even  wanting  to  operate  out  of 
their  home,  even  back  20  years  ago.  You  can  tell  how  old  I  am.  So, 
beyond  the  contract,  look  at  the  policy.  I  think  culturally,  and  you 
said  it  very  well,  is  it  Debra? 

Ms.  Lessin.  Yes. 

Mrs.  Smith.  Culturally,  we  need  to  relook  at  the  whole  issue  of 
the  job  creation  from  the  home.  In  our  area  we  have  a  bigger  issue, 
and  I  know  this  goes  beyond  into  other  committees,  but  the  trans- 
portation issue,  we  are  trying  to  encourage  as  a  social  policy  every- 
one to  stay  home  because  of  the  issue  of  air  pollution  and  transpor- 
tation and  additional  people  coming  into  the  cities.  So,  we  have 
been  planning  our  land  use  pushing  people  out,  everyone  encourag- 
ing telecommunications.  So,  with  that  in  mind,  the  tax  law  around 
telecommunications  and  small  businesses  would  be  another  area 
that  I  would  be  interested  in,  if  any  of  you  have  expertise.  Thank 
you. 

Chairwoman  Meyers.  Thank  you,  Mrs.  Smith.  Mr.  Luther. 

Mr.  Luther.  Thank  you,  Madam  Chair,  and  thanks  also  for  the 
presentations. 

One  question  I  had  is  as  to  the  scope  of  what  we  mean  by  home 
office  deduction.  Are  we  talking  about  just  capitalizing  a  portion  of 
the  space  or  I  assume  we  are  talking  about  expensing,  equipment. 


If  I  could  just  get  some  comments — what  all  comes  within  this  de- 
duction what  we  commonly  refer  as  the  deduction? 

Ms.  Lessin.  I  will  address  that  issue  because  I  get  to  do  it  all 
the  time. 

It  is  inclusive  of  a  percentage  based  on  exclusive  business  use 
square  footage  to  the  total  the  square  footage  of  the  house.  So,  if 
you  have  a  room  where  your  kids  also  play,  that  does  not  count. 
If  you  are  watching  your  kids  but  they  are  not  in  your  home  office, 
that  is  exclusively  business  use.  Just  work  for  business. 

You  take  that  square  footage  over  the  total  square  footage  per- 
centage to  mortgage  interest,  taxes,  insurance,  and  repairs.  Repairs 
directly  to  the  home  office  do  not  get  allocated.  If  you  rent,  it  could 
be  allocated  that  way.  So,  are  utilities.  So,  that  is  the  kind  of  thing 
we  are  talking  about.  Depreciation. 

Mr.  Luther.  If  I  may  interject,  it  wouldn't  be  capitalizing,  then; 
it  would  be  basically  expensing  on  an  annual  basis? 

Ms.  Lessin.  The  only  thing  you  capitalize  is  a  portion  of  the 
house.  Your  depreciation,  that  also  turns  that  portion  into  a  busi- 
ness asset.  If  you  sell  your  house,  then  you  have  capital  gains  on 
that  asset. 

Mr.  Luther.  Beyond  that,  if  I  may.  Madam  Chair? 

Chairwoman  Meyers.  Yes. 

Mr.  Luther.  Beyond  that,  would  the  entitlement  to  this  kind  of 
deduction,  then,  also  entitle  one  to  expense  the  equipment  and 
other  facilities  within  the  office  that  would  otherwise  not  be  al- 
lowed if  this  deduction  was  not  available? 

Ms.  Lessin.  I  don't  think  the  expensing  provisions — the  only  dif- 
ference, and  this  is  very  technical,  is  that  if  you  have  a  qualified 
home  office  and  you  have  things  like  computers  that  are  technically 
"listed  property"  under  the  code,  the  qualified  home  office  does 
mean  it  is  not  listed  property,  so  you  don't  have  to  fill  out  how 
much  percent  of  business  use.  you  are  still  going  to  be  entitled — 
if  you  have  got  business  assets,  to  the  same  write-offs.  Section  179 
deductions,  and  things  like  that. 

Mr.  Luther.  In  other  words,  even  if  you  didn't  qualify  for  the 
home  office 

Ms.  Lessin.  You  could  deduct  it. 

Mr.  Luther.  If  you  had  a  business  asset  at  home? 

Ms.  Lessin.  Absolutely. 

Mr.  Luther.  Thank  you.  That  is  helpful. 

Chairwoman  Meyers.  Finally,  Mr.  Bentsen. 

Mr.  Bentsen.  Thank  you.  Madam  Chair,  and  members  of  the 
panel,  and  let  me  say  first.  Madam  Chair,  when  talking  with  one 
member  of  the  panel  from  Pennsylvania,  I  was  always  under  the 
impression  that  Texas  was  God's  country,  not  Kansas.  I  actually 
was  in  Texas  trying  to  get  to  Washington  the  day  that  the  lights 
went  out  in  Newark,  so — and  Continental,  those  two  are  quite 
intertwined. 

Let  me  say  I  think  that  you  all  are  right  on  track.  I  think  this 
is  something  as  we  see  a  change  in  the  structure  of  the  economy 
and  you  are  seeing  more  home-based  businesses,  that  you  are  see- 
ing, as  one  of  my  colleagues  mentioned,  you  are  seeing  downsizing 
of  firms,  more  independent  businesses  that  it  makes  sense. 
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I  personally  preferred  when  I  was  in  the  private  sector  to  work 
in  a  centralized  office  location  and  it  worked  better  for  my  busi- 
ness, but  more  and  more  even  of  my  colleagues  from  the  financial 
industry  are  doing  that,  so  I  think  that  we  need  to  clarify  the  code 
to  ensure  that  such  businesses  are  not  treated  unfairly  in  compari- 
son with  businesses  that  do  operate  out  of  what  has  otherwise  been 
a  normal  office  setting.  So,  I  appreciate  having  these  hearings. 

I  would  also  echo  my  colleagues  in  saying  as  with  any  adjust- 
ment to  the  code  that  we  should  be  careful  to  ensure  as  best  that 
we  can  that  there  is  not  any  room  for  abuse,  because  like  many 
other  things  in  the  code  there  are  always  those  who  will  try  to 
abuse  it.  That  is  hard  to  do.  You  are  dealing  with  human  nature 
and  the  accounting  at  the  same  time,  but  I  am  eager  to  work  with 
the  committee  on  that. 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  Bentsen. 

I  would  like  to  ask  a  favor  of  you  or  maybe  give  you  a  challenge 
as  you  leave.  I  know  that  most  of  you  work  with  associations  or 

f  roups,  and  I  think  it  is  very  appropriate  to  be  concerned  about  the 
eficit  and  about  the  difficulty  of  enforcement  and  abuse. 

I  do  think  that  by  budgeting  much  more  carefully  we  can  take 
care  of  the  expenditures  that  we  are  making  in  the  Contract  With 
America.  I  think  if  we  can't  do  that,  we  won't  pass  the  bills  because 
we  are  firmly  convinced  that  we  are  going  to  cut  spending  first. 

I  would  like  to  have  you  all  see  if  you  can  make  any  improve- 
ments to  the  language.  If  you  could  look  at  the  bills  with  your  asso- 
ciations, with  the  groups  that  you  work  with  so  that  we  can  get  ap- 
propriate language  so  that  we  can — and  safeguards  so  we  don't 
have  people  utilizing  this  that  maybe  shouldn't  be,  taking  the  de- 
duction that  are  not  truly  entitled  to  it  so  that  we  can  avoid  the 
abuse  that  has  been  referred  to.  I  am  sure  that  probably  that  is 
what  the  IRS  was  concerned  about  when  they  narrowed  the  discre- 
tion so  much. 

Surely,  there  has  to  be  a  way  that  we  can  comply  with  the  real 
needs  of  people  and  yet  devise  a  system  that  may  not  be  totally 
foolproof,  I  don't  suppose  that  we  could  ever  do  that,  but  that  could 
minimize  any  abuse  that  might  take  place.  So,  I  would  appreciate 
any  help  you  can  give  us.  You  have  already  been  of  tremendous 
help  and  I  thank  you  very  much. 

We  are  adjourned. 

[Whereupon,  at  11:47  a.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 
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STATEMENT  OF  CONGRESS  WOMAN  EVA  M.  CLAYTON 

BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

"TAX  POLICY  AND  HOME  OFFICE  DEDUCTION" 

Thursday,  January  19,  1995 

10:00  a.m. 


Madame  Chairwoman,  The  slow  but  steady  transformation  of  American  Industrial 
Society  into  that  of  a  fast  paced  communications  driven  Information  Society  is  drastically 
changing  the  complexion  of  the  American  workplace.    No  longer  are  businesses  and 
businessmen  tied  to  the  physical  structures  of  warehouses  and  office  buildings.    Facsimile 
machines,  personal  computers  and  electronic  e-mail  allows  the  creative  entrepreneur  to 
build,  maintain,  and  expand  service  oriented  businesses  from  their  homes  -  in  effect 
destroying  the  traditional  relationship  between  physical  location,  labor,  and  inventory. 
Consequently,  as  legislators  entrusted  to  pursue  the  nation's  best  interest,  we  are  now 
challenged  to  produce  legislation  that  accurately  reflects  this  changed  work  environment. 

More  specifically,  we  will  hear  testimony  today  on  proposed  legislation.  The  Job 
Creation  and  Wage  Enhancement  Act  of  1995,  H.R.  9,  that  attempts  to  clarify  current 
ERS  policy  relating  to  deduction  of  expenses  for  home-based  business  offices.    One 
Section  of  this  new  legislation  would,  it  is  argued,  correct  the  mistakes  of  the  IRS  v. 
Soliman  decision  of  1990  by  broadening  the  definition  of  the  "principal  place  of  business" 
criteria.    Such  a  broad  definition,  if  enacted,  would  thereby  recognize  the  changed  nature 
of  the  American  workplace  by  allowing  entrepreneurs  such  as  salespeople,  professionals, 
tradesmen,  musicians,  and  consultants  to  place  their  homes  as  their  "primary  place  of 
business"  and  consequently,  allow  them  to  deduct  this  from  their  taxes. 

While  I  agree  with  the  principal  of  reshaping  the  tax  system  to  reflect  the  onset  of  the 
"Information  Age,"  I  look  forward  to  a  deeper  analysis  of  how  this  particular  piece  of 
legislation  goes  about  achieving  this  task.    Since  it  apparently  does  not  create  the 
necessary  mechanisms  to  sufficiently  safeguard  against  abuse,    how,  I  wonder  are  we  to 
delineate  between  a  businessman  who  uses  his  home  honestly,  as  an  integral  part  of  his 
business,  and  one  who  only  does  so  an  afterthought?   The  very  language  of  the  legislation 
appears  to  be  too  broad  to  effectively  delineate  between  such  persons. 

It  is  the  answer  to  this  and  other  questions  to  which  I  look  forward  as  we  launch  our 
second  day  of  hearings  before  this  committee. 
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COMMITTEE  ON  SMALL  BUSINESS 
U.S.  HOUSE  OF  REPRESENTATIVES 

Hearing  on 

SMALL  BUSINESS  HOME  OFFICE  TAX  DEDUCTION 

January  19,  1995 

I  would  like  to  commend  Chairman  Meyers  for  bringing  the  issue  of  the  home  office  tax 
deduction  before  the  Committee  today.  Current  restrictions  on  the  availability  of  home  office 
deductions  are  a  concern  that  crosses  party  lines.  If  my  memory  is  correct,  it  was  Rep.  Mfume 
and  other  Democratic  Members  of  the  Committee  who  were  among  the  first  to  respond  to  the 
Supreme  Court's  1993  ruling  in  IRS  vs  SoUtnan  with  proposals  for  legislative  changes. 

I  believe  there  is  strong  bipartisan  interest  in  clarifying  the  standards  under  which 
taxpayers  qualify  for  home  office  deductions  and  for  applying  these  standards  as  broadly  and 
equitably  as  possible.  The  tests  for  determining  a  taxpayer's  "principal  place  of  business" 
employed  by  the  Tax  Court  since  the  early  1980s,  and,  in  effect,  reaffirmed  by  the  Supreme 
Court  in  Soliman,  fail  to  recognize  significant  changes  in  our  economy  and  marketplace  and 
unfairly  restrict  legitimate  business  tax  deductions  for  many  small  business  owners.  Current  tax 
policy  unfairly  discriminates  among  different  types  of  home-based  businesses  and  places  home- 
based  businesses  generally  at  a  competitive  disadvantage  by  restricting  home  office  deductions 
while  qualifying  virtually  any  office  expense  outside  the  home  as  business  deductions. 
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STATEMENT  OF 

REP.  JAN  MEYERS  (R-KS) 

CHAIR 

COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 

JANUARY  19,  199  5 

"HOME  OFFICE  DEDUCTION" 


Our  hearing  this  morning  is  the  second  in  our  series  of 
hearings  devoted  to  Tax  Policy  and  Small  Business.   This  morning 
we  will  focus  on  the  ability  of  taxpayers  to  take  a  tax  deduction 
for  a  home  office  that  is  used  in  the  course  of  business. 

Home  offices  are  popular  because  they  make  sense  for 
businesses,  families  and  individuals.   Unreasonable  narrowing  of 
the  home  office  deduction  ignores  fundamental  changes  in  the 
economy  --  more  telecommuting,  more  two- income  families  with 
young  children  seeking  workplace  flexibility,  and  more  elderly 
and  disabled  people  working  at  home. 

Recently,  the  Internal  Revenue  Service  (IRS)  has  attempted 
to  narrow  taxpayer  eligibility  for  the  home  office  deduction. 
Previously,  the  home  office  deduction  was  available  to  those  who 
(a)  had  no  other  office  for  their  business,  (b)  dedicated  space 
within  their  homes  to  the  sole  and  exclusive  use  of  the  home 
business,  and  (c)  had  enough  business  income  to  cover  the  value 
of  the  deduction. 

The  IRS  successfully  sought  to  narrow  the  home  office 
deduction  in  the  case  of  Commissioner  of  the  IRS  v.  Nader 
Soliman.   Soliman,  an  anesthesiologist  in  Maryland,  saw  patients 
in  four  hospitals,  none  of  which  provided  him  with  an  office.   He 
contacted  patients,  set  up  appointments,  did  billings,  and  kept 
records  from  a  home  office.   The  IRS  challenged  the  deduction 
claimed  for  his  home  office.   The  U.S.  Tax  Court  upheld  Soliman' s 
deduction,  as  did  the  U.S.  Court  of  Appeals,  to  which  IRS 
appealed.   However,  the  IRS  took  the  case  all  the  way  to  the 
Supreme  Court,  which  surprised  many  by  reversing  the  lower  court 
decisions  and  disallowing  Soliman' s  home  office  deduction. 

The  Supreme  Court's  ruling  in  Soliman  appears  to  require  two 
new  tests  for  the  home  office  deduction:  (1)  that  customers  of  a 
home-based  business  must  phsically  visit  the  home  office,  and  (2) 
that  the  business  income  must  be  generated  within  the  home  office 
itself  -  -  not  from  transactions  that  occur  outside  the  home 
office. 

The  IRS's  successful  attempt  at  narrowing  the  home  office 
deduction  has  had  tragic  consequences  for  many  of  this  nation' s 
small  businesses.   While  legislation  was  introduced  in  the  103rd 
Congress  which  would  have  overturned  the  Supreme  Court's  decision 
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in  the  Soliman  case,  no  action  was  taken  on  the  measure  prior  to 
adjournment. 

The  "Contract  with  America"  contains  a  provision  that 
restores  the  home  office  deduction  to  its  previous  form.   Section 
12003  of  H.R.  9,  the  Job  Creation  and  Wage  Enhancement  Act, 
addresses  this  important  small  business  issue.   Our  Committee's 
hearing  on  this  issue  this  morning  is  an  important  step  in 
Congressional  action  on  this  issue  and  we  look  forward  to  hearing 
testimony  from  our  witnesses. 
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ON  THE  STATUS  OF  INDEPENDENT  CONTRACTORS 

January  19,  1995 


Thank  you,  Madam  Chair,  for  this  opportunity  to  hear  testinnony  and  to 
comment  on  the  issue  of  the  definition  of  an  "independent  contractor."  I 
especially  appreciate  the  fact  that  you  have  given  this  issue  the  attention  of  a 
hearing. 

As  we  are  all  aware,  the  question  of  how  one  defines  an  "independent 
contractor"  has  been  a  point  of  frustration  for  both  the  Internal  Revenue  Service 
as  well  as  employers.  Both  feel,  rightly  so,  that  the  ambiguity  of  the  definition 
leaves  them  open  to  potential  abuse  and  a  loss  of  income.  It  is  my 
understanding  that  both  the  IRS  and  the  employers  are  eager  to  have  the  issue 
clarified,  although  I  suspect  that  if  asked  they  might  offer  slightly  different 
solutions. 

It  is  my  understanding  that  the  latest  figures  from  the  IRS  indicate  that 
as  a  result  of  underreporting  by  the  self-employed,  including  independent 
contractors,  the  U.S.  Treasury  lost  as  much  as  $20.3  billion  in  1992.  This 
number  is  astounding,  and  it  makes  it  all  the  more  clear  that  we  need  to  correct 
this  problem. 

The  current  system  is  also  unfair  to  employers,  as  the  ambiguities 
contained  in  and  subjective  nature  of  the  law  can  leave  many  people,  especially 
small  business  people  with  limited  accounting  resources,  open  to  numerous 
penalties  if  they  inadvertently  misrepresent  an  employee  as  an  independent 
contractor. 

So  it  is  clear  that  it  is  our  fiscal  responsibility,  as  well  as  our  responsibility 
to  our  constituents  who  are  employers,  to  address  this  issue.  It  is  my  sincere 
hope  that  as  a  result  of  this  and  any  subsequent  hearings  we  will  be  able  to 
work  with  employers,  employees,  and  the  Department  of  Treasury  to  clarify  the 
definition  of  an  "independent  contractor"  to  everyone's  satisfaction.  Such  an 
agreement  will,  hopefully,  make  employers  more  comfortable  and  make  abuse 
more  difficult,  thus  bringing  more  money  into  the  federal  treasury. 

Madam  Chair,  colleagues,  I  look  forward  to  working  with  you  to  try  to 
resolve  this  problem  to  the  satisfaction  of  all  concerned.  I  thank  you  again  for 
holding  this  hearing  and  for  taking  a  lead  on  this  matter. 
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TESTIMONY  OF  CONGRESSWOMAN  CONNIE  MORELLA 

IN  SUPPORT  OF  THE  HOME  OFFICE  DEDUCTION  PROVISIONS 

OF  H.R.  9,  THE  JOB  CREATION  AND  WAGE  ENHANCEMENT  ACT 

HOUSE  COMMITTEE  ON  SMALL  BUSINESS 

.  JANUARY  19,  1995 


AS  THE  REPRESENTATIVE  OF  THE  EIGHTH  CONGRESSIONAL  DISTRICT 
OF  MARYLAND,  HOME  TO  THE  NUMBER  ONE  LOCATION  FOR  HOME- 
BASED  BUSINESSES,  I  AM  PLEASED  TO  SUBMIT  TESTIMONY  IN  SUPPORT  OF 
RIGHTFULLY  RESTORING  THE  OLD  CRITERIA  FOR  TAX  DEDUCTIONS  FOR 
HOME  OFFICES. 

AS  A  RESULT  OF  THE  SUPREME  COURT  DECISION  IN  THE  CASE  OF 
COMMISSIONER  OF  THE  IRS  V.  NADLER  SOLIMAN.  TWO  NEW  TESTS  ARE 
REQUIRED  FOR  THE  HOME  OFFICE  DEDUCTION.    CUSTOMERS  OF  A  HOME 
BUSINESS  MUST  PHYSICALLY  VISIT  THE  HOME  OFFCE,  AND  BUSINESS 
INCOME  MUST  BE  GENERATED  WITHIN  THE  HOME  OFFICE  ITSELF  RATHER 
THAN  FROM  TRANSACTIONS  THAT  OCCUR  OUTSIDE  OF  THE  HOME 
OFFICE. 

I  BELIEVE  THE  NEW  TESTS  ARE  UNFAIR.    REQUIRING  CUSTOMERS  TO 
VISIT  THE  HOME  OFFICE  POSES  A  SECURITY  PROBLEM  FOR  INDIVIDUALS 
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WHO  ARE  HOME  ALONE.    WOMEN,  WHO  ARE  STARTING  HOME-BASED 
BUSINESSES  AT  TWICE  THE  RATE  OF  MEN,  ARE  OFTEN  WARY  OF 
ALLOWING  STRANGERS  INTO  THEIR  HOMES  AND    PREFER  TO  MEET 
CLIENTS  OUTSIDE  OF  THE  HOME  OFFICE. 

THE  NEW  STANDARDS  IGNORE  THE  TECHNOLOGICAL  ADVANCES 
THAT  HAVE  BEEN  MADE  OVER  THE  PAST  TWO  DECADES  THAT  HAVE 
CHANGED  THE  WAY  BUSINESS  IS  CONDUCTED.    FAX  MACHINES,  THE 
INFORMATION  SUPERHIGHWAY,  AND  OVERNIGHT  DELIVERY  SERVICES 
OFTEN  MAKE  IT  UNNECESSARY  TO  REQUIRE  CLIENTS  TO  VISIT  THE  HOME 
OFFICE. 

LOCAL  ZONING  LAWS  OFTEN  MAKE  IT  IMPOSSIBLE  FOR  HOME- 
BASED  BUSINESS  OWNERS  TO  SEE  CLIENTS  IN  THEIR  HOME  OFFICES.    THAT 
MEANS  THAT  INDIVIDUALS  WHO  OPERATE  THEIR  BUSINESSES  FROM  THEIR 
HOMES  ARE  NOT  ALLOWED  TO  TAKE  DEDUCTIONS  THAT  MOST  BUSINESS- 
OWNERS  TAKE  FOR  GRANTED. 

THE  INABILITY  TO  PROMOTE  OR  GENERATE  BUSINESS  OUTSIDE  OF 
THE  HOME  OFFICE  CUTS  DOWN  ON  THE  ABILITY  TO  COMPETE  IN  THE 
MARKETPLACE.    NETWORKING  IS  AN  IMPORTANT  PART  OF  ANY  BUSINESS, 
AND  THE  ABILITY  TO  PROMOTE  PRODUCTS  OR  SERVICES  OUTSIDE  OF  THE 
HOME  OFFICE  CAN  OFTEN  DETERMINE  THE  SUCCESS  OF  A  NEW  BUSINESS. 
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ENCOURAGING  HOME-BASED  BUSINESSES  IS  GOOD  PUBLIC  POLICY. 
HOME  OFFICES  MEAN  THAT  PEOPLE  ARE  AT  HOME  DURING  THE  DAY  IN 
NEIGHBORHOODS  ACROSS  THE  COUNTRY.      HOME-BASED  BUSINESSES 
PROVIDE  GOOD  NEIGHBORHOOD  RESOURCES  FOR  CHILDREN  WHO  GET 
HOME  BEFORE  THEIR  PARENTS.    NEIGHBORHOODS  THAT  ARE  OCCUPIED 
DURING  THE  DAY  ARE  LESS  LIKELY  TO  BE  VICTIMIZED  BY  CRIME.    HOME 
OFFICES  ALLOW  PEOPLE  TO  CONTRIBUTE  TO  THE  FAMILY  INCOME  WHILE 
CARING  FOR  YOUNG  CHILDREN  OR  ELDERLY  PARENTS.    MANY  DISABLED 
AND  ELDERLY  INDIVIDUALS  PREFER  HOME-BASED  BUSINESSES  BECAUSE  OF 
THE  DIFFICULTIES  THEY  ENCOUNTER  IN  TRADITIONAL  OFFICE 
ENVIRONMENTS,  AND  BECAUSE  OF  THE  PROBLEMS  THEY  FACE  IN 
COMMUTING  TO  AND  FROM  THE  OUTSIDE  WORKPLACE. 

IN  1994,  FOR  THE  SECOND  YEAR  IN  A  ROW,  HOME  COMPUTING 
MAGAZINE  NAMED  GAITHERSBURG,  MARYLAND  AS  THE  AS  THE  NATION'S 
NUMBER  ONE  LOCATION  FOR  HOME-BASED  ENTREPRENEURS.    THE 
MAGAZINE  USED  EIGHT  CRITERIA  IN  DETERMINING    FAVORABLE  BUSINESS 
CONDITIONS,  INCLUDING  OVERALL  HOME  BUSINESS  ENVIROMENT, 
ACCESS  TO  THE  INFORMATION  SUPERHIGHWAY,  POPULATION  TRENDS, 
ACCESS  TO    LARGER  MARKETS,  AND  OVERALL  LIVABILITY. 

I  BELIEVE  THAT  GAITHERSBURG  CONTINUES  TO  BE  THE  TOP 
LOCATION  FOR  HOME-BASED  BUSINESSES  BECAUSE  MONTGOMERY 
COUNTY,  MARYLAND  AFFORDS  HOME  OFFICES  AN  ENVIRONMENT  IN 
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WHICH  THEY  CAN  GROW  AND  FLOURISH.    IN  TURN,  THE  GROWTH  OF 
HOME-BASED  BUSINESSES  HAS  ENHANCED  THE  LOCAL  ECONOMY  AND 
HAS  KEPT  MANY  CARS  FROM  ADDING  TO  THE  TRAFFIC  DURING  RUSH 
HOUR  ON  THE  COUNTY'S  OVERCROWDED  ROADS. 

I  BELIEVE  THAT  CONGRESS,  LIKE  MONTGOMERY  COUNTY, 
MARYLAND,  SHOULD    ENCOURAGE  THE  GROWTH  OF  HOME-BASED 
BUSINESSES.    WE  CAN  DO  THAT  BY  RESTORING  THE  TAX  DEDUCTIONS 
FOR  HOME  OFFICES  AS  THEY  WERE  BEFORE  THE  SOLIMAN  DECISION  BY 
THE  SUPREME  COURT.    I  AM  AN  ORIGINAL  COSPONSOR  OF  H.R.  40,  THE 
HOME  OFFICE  DEDUCTION  ACT,  INTRODUCED  BY  MY  COLLEAGUE  FROM 
COLORADO,  CONGRESSMAN  WAYNE  ALLARD.    WITHOUT  A  DOUBT,  I  AM 
PLEASED  TO  OFFER  MY  STRONG  SUPPORT  FOR  THE  HOME  OFFICE 
DEDUCTION  PROVISIONS  OF  H.R.  9,  THE  JOB  CREATION  AND  WAGE 
ENHANCEMENT  ACT. 
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Testimony 

Rep.  Wayne  Allard 

Home  Office  Tax  Deduction 

House  Small  Business  Committee 

January  19,  1995 

Madame  Chairman,  Members  of  the  Small  Business  Committee,  thank 
you  for  allowing  me  to  testify  today  before  the  Committee  on  a  topic  which  is 
near  and  dear  to  my  heart  -  the  Home  Office  Tax  Deduction. 

As  you  know,  the  recent  Soliman  Supreme  Court  decision  and 
subsequent  IRS  regulations  have  made  it  impossible  for  many  small  business 
entrepreneurs  to  use  the  home  office  tax  deduction.    This  situation  must  be 
remedied. 

In  the  last  Congress  I  introduced  legislation  which  was  cosponsored  by 
79  colleagues.    This  Congress  I  have  introduced  H.R.  40,  which  in  just  the 
first  two  weeks  of  this  session  has  been  cosponsored  by  54  of  our  colleagues. 
This  legislation  is  designed  to  restore  Congress'  original  intent,  which  I  believe 
was  to  make  the  Home  Office  Tax  Deduction  available  to  a  wide  array  of 
small  business  owners  and  entrepreneurs. 

With  April  15,  fast  approaching  the  last  thing  most  Americans  want  to 
think  about  is  taxes.  In  fact,  the  average  American  must  now  work  the  first 
125  days  of  the  year  to  pay  all  federal,  state,  and  local  taxes. 

The  bulk  of  the  family  tax  bill  consists  of  income  taxes,  payroll  taxes, 
and  property  taxes.    However,  one  factor  which  adds  to  the  growing  tax  bill  of 
many  self-employed  and  small  business  owners  are  the  new  rules  governing  the 
home  office  tax  deduction. 

Increasingly,  it  is  the  little  guy  who  gets  squeezed  by  the  tax  system. 
While  large  corporations  can  rent  space  and  deduct  office  and  virtually  all 
other  expenses,  many  taxpayers  who  work  out  of  their  home  are  no  longer  able 
to  deduct  their  office  expenses. 

Traditionally,  the  tax  code  has  permitted  individuals  who  operate 
businesses  within  their  homes  to  deduct  a  portion  of  the  expenses  related  to 
that  home.    However,  over  the  past  20  years  Congress,  the  courts,  and  the  IRS 
have  reduced  the  scope  and  usefulness  of  the  deduction. 
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The  most  serious  blow  came  two  years  ago  when  a  Supreme  Court 
decision  and  subsequent  IRS  action  eliminated  the  home  office  deduction  for 
many.    Under  the  Supreme  Court's  new  interpretation  of  "principal  place  of 
business"  a  taxpayer  who  maintains  a  home  office,  but  also  performs  important 
business  related  work  outside  the  home  is  not  likely  to  pass  IRS  scrutiny. 

This  change  effectively  denies  the  deduction  to  taxpayers  who  work  out 
of  their  home  but  also  spend  time  on  the  road.    Those  impacted  include  sales 
representatives,  caterers,  teachers,  computer  repairers,  doctors,  veterinarians, 
house  painters,  consultants,  personal  trainers  and  many  more.    Even  though 
these  taxpayers  may  have  no  office  other  than  their  home,  the  work  they 
perform  will  often  deny  them  a  deduction. 

According  to  the  IRS,  1.6  million  taxpayers  claimed  a  home-office  tax 
deduction  in  1991.    While  not  all  of  these  taxpayers  will  be  affected  by  the 
change,  many  will.    Clearly,  any  taxpayers  who  operate  a  business  out  of  their 
home  must  review  their  tax  situation. 

There  are  many  reasons  why  a  broad  home  office  tax  deduction  is 
important.    The  deduction  is  pro-family.    It  helps  taxpayers  pursue  careers  that 
enable  them  to  spend  more  time  with  their  children.    The  deduction  helps  cut 
down  on  commuting  and  saves  energy.    The  deduction  recognizes  the  advances 
of  technology  —  computer  and  telecommunication  advances  mean  that  more  and 
more  individuals  will  be  able  to  work  for  themselves  and  maintain  a  home 
office. 

The  deduction  is  a  boost  to  women  and  minorities  who  are  increasingly 
starting  their  own  businesses.    In  fact,  over  32  percent  of  all  proprietorships 
are  now  owned  by  women  entrepreneurs,  and  Commerce  Department  data 
reveals  that  55  percent  of  these  women  business  owners  operate  their  firms 
from  home.    Minorities  are  making  similar  advances.    There  are  now  well  over 
one  million  minority  owned  small  businesses  and  a  good  number  of  these  are 
operated  out  of  the  home. 

Finally,  the  home  office  tax  deduction  helps  our  economy.  It  benefits 
small  businesses  and  entrepreneurs  who  develop  new  ideas,  and  create  jobs. 
Many  of  America's  most  important  businesses  originated  out  of  a  home  office. 

Small  business  is  increasingly  the  engine  which  drives  our  economy. 
With  large  firms  downsizing,  entrepreneurs  must  pick  up  the  slack.    The 
importance  of  this  trend  is  demonstrated  by  the  job  shift  that  occurred  during 
the  slow  recovery  from  the  most  recent  recession.    During  the  period  of 
October  1991  to  September  1992  large  businesses  cut  400,000  jobs  while  small 
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business  created  178,000  new  jobs.    During  the  boom  years  of  the  1980s,  the 
vast  majority  of  the  20  million  new  jobs  created  were  in  the  small  business 
.sector. 

It  is  critical  that  recent  assaults  on  the  home  office  tax  deduction  be 
reversed.    That  is  why  I  have  introduced  legislation  to  fully  restore  the 
deduction.    I  am  pleased  to  note  that  similar  language  is  included  in  the 
Contract  with  America.    It  is  therefore  guaranteed  a  vote  in  the  House  in  the 
first  100  days. 

I  plan  to  be  very  active  in  working  to  see  that  this  change  in  law  is 
approved  by  both  the  House  and  Senate,  and  signed  by  the  President  in  1995. 
Thank  you.    I  will  be  happy  to  take  questions. 
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Chairwoman  Myers  and  Members  of  the  Committee,  thank  you  for  the  opportunity  to  appear 
before  you  this  morning. 

My  name  is  Sandi  Hanion  and  I  live  in  Pittsburgh,  Pennsylvania  and  I  am  President  of  Hanion 
and  Associates.  I,  also  serve  as  a  national  officer  (Secretary)  of  the  Bureau  of  Wholesale  Sales 
Representatives.  \  This  is  an  Atlanta-based  organization  of  10,000  sales  representatives 
representing  apparel  and  kindred  merchandise. 

There  is  a  saying  that  is  often  repeated  by  small  business  groups:  "Seventy  percent  of  all 
American  businesses  started  out  in  someone's  garage,  basement  or  home."  Well,  I'm  here  to 
report  to  you  that  today,  the  reverse  is  true.  A  great  number  of  American  businesses,  some 
small,  some  not  so  small,  are  moving  back  into  the  home.  As  the  costs  of  conducting  business 
continue  to  rise,  and  as  technology  makes  the  home  a  more  logical  place  to  do  business,  more 
and  more  existing  businesses  are  moving  back  home.  Of  course,  the  home  is  indeed  the 
birthplace  of  the  majority  of  successful  new  business  ventures. 

As  most  of  you  are  no  doubt  aware,  the  1993  Supreme  Court  ruling  in  IRS,  v.  Soliman 
effectively  eliminated  home  office  deductions  for  many  independent  business  persons  like  myself. 
The  Court  ruled  that,  under  the  current  wording  of  the  tax  code,  an  individual  could  deduct 
home  office  expenses  only  if  that  person  conducted  the  primary  function  of  the  business  in  the 
home.  Under  that  interpretation,  I  would  have  to  meet  with  buyers  in  my  home  in  order  to 
qualify.  I  do  not  do  that,  but  my  home  office  is  nevertheless  essential  and  necessary  to  the 
conduct  of  my  business.  In  fact,  80  percent  of  my  orders  are  generated  out  of  my  home.  1  also 
use  space  in  my  home  to  store  the  many  samples  of  apparel  that  are  the  tools  of  my  trade. 
These  samples  alone  take  up  a  single  car  garage  in  my  home,  and  1  must  also  maintain  a  security 
system  to  insure  that  they  are  not  stolen.  ■    .• 

In  order  to  explain  why  people  like  me  should  be  afforded  a  deduction  for  home  office  expenses, 
I'd  like  to  tell  you  a  little  about  what  I  do. 

As  an  independent  sales  representative,  I  am  responsible  for  the  wholesale  marketing  of  several 
lines  of  apparel.  My  job  is  to  present  these  lines  to  retail  buyers  and  to  obtain  orders  from 
retailers  to  carry  these  lines  in  their  stores. 

We  have  all  heard  that  if  a  consumer  bought  it,  a  trucker  brought  it.  Well,  if  a  trucker  brought 
it,  a  sales  rep  sold  it.  In  fact,  if  you  wear  it,  a  sales  representative  sold  it  no  matter  where  you 
bought  it. 

I  often  chuckle  when  people  talk  to  me  about  my  glamorous  lifestyle.  It  certainly  is,  in  the  eyes 
of  the  beholder,  because  I  do  a  great  deal  of  traveling.  Typically,  my  business  logs  between  40- 
and  50,000  road  miles  annually.  My  territory  includes  Pennsylvania,  West  Virginia,  Maryland, 
Delaware,  D.C.,  and  New  Jersey. 
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Making  a  minimum  of  5  trips  annually  to  key  areas  in  these  states  would  not  mclude  the  20-25 
trade  shows  that  J  work  annually,  in  Pittsburgh,  Philadelphia,  Charleston,  Atlantic  City,  and 
Ocean  City,  Maryland. 

Working  an  80-100  hour  work  week  would  be  typical.  The  apparel  business  has  5  seasons  per 
year,  which  means  1  work  between  275  and  300  days  yearly. 

Yes,  it's  a  glamorous  life,  knee-deep  in  snow  in  Warren,  Pennsylvania  or  Baltimore.  The  Port 
Authority  in  Manhattan  is  great  during  a  power  failure  at  Newark  airport,  as  I  found  out  a 
couple  of  weeks  ago. 

But  this  is  the  life  I  chose  as  an  entrepreneur.  I  could  not  accept  a  job  which  meant  a  ceiling 
on  my  income. 

Most  of  my  travel  is  by  car.  A  car  is  not  chosen  for  economy  but  rather  by  the  size  of  its  trunk 
or  load  capacity.  I  chose  a  Volvo  wagon  and  allowed  myself  the  luxury  of  safety.  Many  in  my 
industry  travel  in  motor  homes  to  cut  expenses  and  to  accommodate  the  volume  of  merchandise 
necessary  to  support  their  families. 

By  necessity,  these  vehicles  must  have  security  since  the  loss  of  samples  would  be  a  disaster. 
You  will  find  us  in  every  small  town  and  city  in  this  country,  helping  to  fuel  those  economies. 

26  years  ago,  I  was  one  of  the  first  women  to  break  the  ice  in  a  traditionally  male  industry.  For 
10  of  those  years,  I  had  an  office  in  a  very  nice  building  in  Monroeville,  Pennsylvania.  Last 
February,  it  became  necessary  for  me  to  close  that  office. 

Due  mainly  to  a  drastic  decline  in  my  account  base  -  the  rapid-fire  closing  of  so  many 
independent  retail  stores  that  could  not  compete  with  the  onslaught  of  national  discount  stores  - 
-  in  2  years,  my  gross  volume  had  dropped  $2  million.  That,  combined  with  rising  rent, 
insurance,  taxes  and  telephone  costs,  made  it  impossible  to  continue.  I  could  not  continue  to 
hire  part-time  help  even  though  1  needed  full-time  help.  Health  care  looming  in  the  background 
and  other  benefit  requirements  made  it  impossible. 

Realizing  what  was  happening  caused  me  to  look  for  a  home  where  I  could  house  my  business. 
Consequently,  1  bought  a  larger  home  than  I  might  have,  had  circumstances  been  different,  thus 
fueling  the  economy  even  more. 

My  home  office  is  just  that,  an  office.  In  it  you  would  find  everything  that  was  housed  in  my 
former  office  in  the  nice  office  building  where  I  used  to  rent.   There  is  one  big  difference.  .  . 
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That  office  was  tax  deductible:    mv  home  office  is  not. 

The  contents  of  niy  home  office  include:  a  computer,  2  desks,  2  phone  lines,  a  fax  machine, 
a  voice  mail  service,  and  a  security  system. 

All  of  my  appointments  are  made  in  this  office.  These  appointments  yield  at  least  80  percent 
of  my  business.  My  samples  are  stored  in  my  garage,  which  required  the  addition  of  a  second 
security  system.  None  of  the  companies  1  represent  provides  or  contributes  in  any  way  to  the 
support  of  my  office.  Those  companies,  by  the  way,  are  located  in  Atlanta,  Los  Angeles,  New 
York  City,  New  Jersey,  and  Florida. 

In  preparing  for  the  opportunity  to  speak  to  this  Committee,  I  had  a  conversation  with  Mr.  Frank 
Ziebell,  of  Piano,  Texas.  Frank  is  the  President  of  the  Bureau  of  Wholesale  Sales 
Representatives,  and  he  is  also  a  children's  wear  rep  who  faces  the  same  circumstances  that  I 
do.    Frank  described  the  situation  as  follows: 

"Thirty  years  ago,  I  could  travel  from  store  to  store,  in  small 
towns  and  big  cities,  and  expect  to  drop  in  and  meet  with  the 
owners  of  those  stores.  Now,  the  store  owners  are 
consumed  with  paper  work,  computers,  buying  schemes,  and 
employee  benefit  plans.  I  must  work  out  of  my  home  in 
order  to  set  appointments,  map  out  my  trips  through  my 
territory,  and  develop  buying  strategies  for  my  accounts.  It 
only  makes  sense  that  1  do  this  at  home.  Once  all  of  that 
work  is  done,  the  actual  face-to-face  meeting  is  secondary." 

Frank's  description,  like  my  testimony,  is  representative  of  thousands  of  United  States  citizens 
who  are  sales  reps,  working  in  my  industry  and  hundreds  of  other  industries  across  this  country. 
We  are  cutting  edge  entrepreneurs,  paying  our  own  expenses,  providing  our  own  benefits.  In 
my  industry,  a  lack  of  work  does  not  mean  unemployment.  It  means:  "find  work".  A  "three- 
martini  lunch"  is  most  likely  McDonald's.  Our  four-star  hotels  are  Red  Roof  and  Holiday  Inns. 

We  -  the  independent  sales  representatives  of  this  nation  —  ask  you  to  give  back  what  the 
Supreme  Court  took  away  in  1993.  We  ask  only  for  what  is  legitimately  ours  -  the  right  to 
deduct  a  place  of  business,  regardless  of  its  location.  This  deduction  should  be  available  for  the 
office  space  that  is  required  to  run  a  small  business,  as  well  as  for  the  space  required  to  store 
the  tools  of  our  trade,  in  my  case,  samples.  We  ask  that  you  correct  this  inequity  and  restore 
our  right  to  the  home  office  deduction. 
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Solutions 

The  solution  to  sblving  the  home  office  deduction  problem  for  Bureau  members  requires 
legislative  action.  The  solution  for  Bureau  members  must  include  language  to  resolve  the  issue 
of  storage  of  product  samples,  as  well  as  generic  language  to  permit  active  and  ongoing  small 
businesses  to  take  a  home  office  deduction. 

Last  year.  Congressman  Wayne  Allard  of  Colorado  introduced  legislation  to  correct  the  concerns 
of  Bureau  members  with  regards  to  product  samples,  and  Congresswoman  Johnson  of 
Connecticut  introduced  broad  language  that  incorporated  both  the  product  sample  issue,  as  well 
as  proposing  a  broad-based  solution  for  home  offices.  This  language  is  also  included  within  the 
legislation  recently  introduced  by  Congressman  Archer,  Chairman  of  the  Ways  and  Means 
Committee,  as  a  part  of  the  "Contract  with  America"  language.  We  note  that  this  language  is 
nearly  identical  to  the  proposal  introduced  last  year  by  Congresswoman  Nancy  Johnson  and 
which  was   endorsed  by  many  Members  of  Congress. 

Thank  you  for  the  opportunity  to  appear  before  you  today,  and  I  am  available  for  any  questions 
you  may  wish  to  ask. 
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Madam  Chair  Jan  Meyers,  Ranking  Member  John  LaFalce,  and  House  Small  Business 
Committee  members,  thank  you  for  inviting  me  to  testify  today.    My  name  is  Carolyn 
Hennige,  owner  of  Creative  Tutors,  a  home-based  business  located  in  Alexandria,  Virginia. 
I  am  here  to  testify  today  for  the  National  Association  for  the  Self-Employed. 

As  the  operator  of  a  home-based  business,  I  teach  study  skills  and  provide  tutoring 
services  to  students  in  kindergarten  through  graduate  school.    I  have  been  in  business  for  8 
years,  and  full-time  for  only  1  year.    In  terms  of  my  professional  background,  I  am  a  retired 
teacher  who  taught  for  24  years  in  the  Fairfax  County,  Virginia  School  System. 

On  behalf  of  the  NASE,  I  am  pleased  to  testify  on  the  home  office  tax  deduction. 
The  NASE  represents  over  300,000  small  business  persons  from  throughout  the  United 
States.    Over  85  percent  of  the  NASE  members  are  business  owners  with  5  or  fewer 
employees.    The  membership  is  involved  with  a  very  wide  range  of  businesses,  notably  in 
the  consulting  and  retail  fields.    The  home  office  deduction  is  extremely  important  to  the 
NASE.    We  project,  based  on  a  recent  survey,  that  about  65  percent  of  our  members  operate 
home-based  businesses. 
Home-Based  Businesses  In  the  1990s 

The  U.S  economy  changed  during  the  nineteenth  and  twentieth  centuries  from  an 
agricultural  to  a  manufacturing-based  economy.    This  has  resulted  in  the  American  work 
place  of  the  twentieth  century  becoming  principally  a  collage  of  factory  buildings  and 
commercial  office  space.   However,  this  reliance  on  large  factories  and  commercial  office 
space  by  U.S.  workers  is  beginiiing  to  rapidly  erode  in  the  aftermath  of  the  1989-1992 
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recession.  In  fact,  with  the  development  of  new  technologies  (such  as  facsimile  machines, 
modems,  personal  computers,  etc.)  home-based  businesses  have  become  extremely  popular 
because  they  make  sense  to  the  work  force  of  the  1990s. 

According  to  a  1994  survey  by  the  LINK  Resources  Corporation,  over  43  million 
people  now  do  some  portion  of  their  work  at  home,  a  figure  which  includes  self-employed 
persons,  telecommuters,  and  individuals  with  employee  status.    Based  on  the  number  of  1992 
tax  returns  reporting  the  payment  of  federal  self-employment  tax,  there  are  about  12.2 
million  self-employed  individuals  in  the  United  States.    We  believe  several  million  of  these 
persons  operate  home-based  businesses. 

The  1989-1992  recession  has  resulted  in  the  layoffs  of  tens  of  thousands  of  mid-level 
corporate  executives.    Enactment  of  home  office  deduction  legislation  would  be  a  recognition 
of  the  thousands  of  people  who  have  found  "jobs"  by  starting  their  own  small  businesses, 
firms  which  are  often  home-based  businesses.    By  fostering  home-based  businesses.  Congress 
would  be  taking  steps  to  increase  productivity  and  spur  economic  growth.    Home  offices  are 
popular  in  the  1990's  because  they  make  sense  for  businesses,  families,  and  individuals. 
H.R.  9.  the  Job  Creation  and  Wage  Enhancement  Act  of  1995 

The  NASE  strongly  supports  the  home  office  deduction  provisions  of  H.R.  9,  the  Job 
Creation  and  Wage  Enhancement  Act.    These  provisions  provide  much  needed  clarification  to 
the  small  business  community  regarding  the  availability  of  the  home  office  deduction.   We 
want  to  thank  Madam  Chair  Jan  Meyers  and  others  members  of  the  House  Small  Business 
Committee  for  being  original  cosponsors  of  H.R.  9  to  ensure,  among  other  objectives,  that 
the  home  office  tax  deduction  is  reformed  in  light  of  the  1993  U.S.  Supreme  Court  decision 
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in  the  IRS  Commissioner  v.  Soliman  case.    This  case  substantially  narrowed  the  availability 
of  the  home  office  deduction  to  America's  small  business  community. 

Home  office  deduction  reform  enjoys  broad-based  bipartisan  support.    Ranking 
Member  John  LaFalce  was  a  lead  cosponsor  of  one  of  the  major  home  office  deduction  bills 
in  the  last  Congress.    Representative  Kweisi  Mfume,  quickly  recognizing  the  true 
implications  of  the  Soliman  case  for  small  business,  introduced  legislation  to  overturn  the 
court  decision  within  15  days  of  the  date  that  the  U.S.  Supreme  Court  released  the  decision. 

In  the  aftermath  of  the  1993  Soliman  case  -  tens  of  thousands  of  owners  of  home- 
based  businesses  found  themselves  disenfranchised  from  taking  a  legitimate  business 
deduction  on  their  tax  return.    For  this  reason,  within  weeks  of  the  public  release  of  this 
1993  Supreme  Court  decision,  the  NASE  began  building  a  coalition  of  associations 
supporting  legislation  to  overturn  the  court  decision.    Nearly  forty  associations  have  joined 
the  NASE  in  this  effort. 
The  IRS  Commissioner  v.  Soliman  Decision 

In  order  to  be  eligible  for  a  home  office  deduction  under  Internal  Revenue  Code 
Section  280A(c),  the  business  owner  must  use  the  office  on  a  exclusive  and  regular  use  basis, 
and  the  office  must  either  be  (a)  his  principal  place  of  business;    (b)  the  place  where  he 
meets  or  deals  with  patients,  clients,  or  customers  in  the  normal  course  of  his  trade  or 
business;    or  (c)  a  separate  structure  which  is  not  attached  to  the  dwelling  unit.    Moreover,  a 
person  claiming  a  home  office  deduction  may  not  claim  a  deduction  for  more  than  the 
revenues  of  the  business  (in  other  words,  a  $100  deduction  can  not  be  claimed  when  business 
revenues  amount  to  only  $50).  ' 
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The  Soliman  decision  revolves  around  the  definition  of  "principal  place  of  business." 
Under  this  U.S.  Supreme  Court  holding,  an  anesthesiologist  was  found  not  to  be  entitled  to  a 
home  office  deduction  because  the  doctor's  principal  place  of  business  was  determined  by  the 
court  to  be  the  hospitals  where  the  doctor  performed  services  for  patients.    The  court  ruled  in 
this  fashion  even  though  the  anesthesiologist  saw  patients  in  several  hospitals,  none  of  which 
provided  him  with  an  office.    The  doctor  contacted  patients,  set  up  appointments,  did 
billings,  and  kept  his  business  records  at  the  home  office. 

The  U.S.  Tax  Court  and  the  U.S.  Ninth  Circuit  Court  of  Appeals  ruled  in  favor  of 
the  doctor.    Seeking  to  overturn  the  pro-taxpayer  decisions  of  the  lower  courts,  the  IRS 
appealed  the  Soliman  case  to  the  U.S.  Supreme  Court.    It  was  a  surprise  to  many  people  that 
the  Supreme  Court  ultimately  reversed  the  lower  court  decisions  in  favor  of  the  IRS  by 
disallowing  Soliman 's  home  office  deduction. 

Mr.  Leslie  B.  Samuels,  Assistant  Treasury  Secretary  for  Tax  Policy,  testified  before 
the  House  Ways  and  Means  Committee  on  January  10,  1995  regarding  the  home  office 
deduction  and  other  provisions  contained  in  the  Contract  With  America.    In  describing  the 
Soliman  decision,  Mr  Samuels  stated,  "[T]he  Supreme  Court  held  that  the  principal  place  of 
business  should  be  defined  to  include  only  the  place  of  business  where  the  activities  most 
crucial  to  the  operation  of  the  business  occur... For  example,  activities  crucial  to  certain 
service  businesses  require  personal  contact  with  customers  outside  the  service  provider's 
home  office.    In  such  cases,  the  home  office  would  not  be  regarded  as  the  principal  place  of 
business,  even  if  no  other  principal  place  of  business  existed." 

In  effect,  the  Supreme  Court  seems  to  be  requiring  two  new  tests  in  order  for  an 
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individual  to  qualify  for  the  deduction.    The  court  decision  effectively  requires  (1)  the 
customers  of  a  home  business  to  physically  visit  the  home  office  and  (2)  that  the  business 
income  be  generated  within  the  home  office  itself  --  not  from  transactions  that  occur  outside 
the  home  office.  ■  ■      i   !; 

The  NASE  firmly  believes  the  holding  in  the  Soliman  case  to  be  extremely     ■  ' 
shortsighted  --  especially  since  the  decision  ignores  the  way  business  is  conducted  today. 
Offices  have  changed  dramatically  in  the  last  twenty  years.    That  is,  personal  computers, 
facsimile  machines,  computer  networks,  and  overnight  delivery  services  have  made  it 
unnecessary  to  bring  customers  through  the  home  office.    The  holding  is  also  shortsighted  as 
local  zoning  ordinances  often  prohibit  home-based  businesses  from  bringing  customers  to  the 
home  office. 

The  Soliman  decision  creates  significant  problems  for  a  broad  range  of  industries  and 
professions.    The  list  of  people  potentially  losing  the  deduction  includes  independent  sales 
representatives,  plumbers,  electricians,  remodeling  specialists,  home  builders,  veterinarians, 
travel  agents,  and  others.    Now,  as  a  result  of  Soliman,  these  business  persons  must 
effectively  bring  their  customers  through  the  home  office  in  order  to  qualify  for  the 
deduction. 
The  Recordkeeping  and  Bookkeeping  Functions  of  the  Business 

By  holding  that  the  home  office  must  itself  generate  revenue,  the  Soliman  decision 
effectively  treats  the  administrative  activities  of  the  business  as  unimportant.  That  is,  the 
Soliman  holding  serves  to  minimize  the  importance  of  the  recordkeeping  and  bookkeeping 
functions  of  the  business,  as  well  as  its  tax  and  regulatory  compliance  activities.   IronlcaUy, 
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it  is  the  government  itself,  notably  the  IRS,  which  generates  the  demand  for  many  of  these 
activities. 

This  problem  is  clearly  addressed  under  Section  12003  of  (H.R.  9)  the  Job  Creation 
and  Wage  Enhancement  Act.    The  entrepreneur's  home  office  would  qualify  under  the  Act  as 
a  principal  place  of  business  (and  thus,  be  eligible  for  the  home  office  deduction)  if:  (A)  the 
taxpayer  conducts  his  essential  administrative  or  management  activities  at  the  home  office; 

(B)  such  activities  are  conducted  at  the  home  office  on  a  regular  and  systematic  basis;    and 

(C)  the  home  office  is  the  only  office  utilized  by  the  business  person. 

H.R.  9  shows  an  appreciation  for  the  conveniences  home-based  businesses  offer 
American  families.    A  home-based  business  provides  a  spouse  (including  a  single  parent)  the 
emotional  benefits  of  taking  care  of  his  or  her  children  at  home  while  earning  money  at  the 
same  time.    In  addition,  as  described  above,  the  measure  is  an  excellent  response  to  the 
current  spate  of  corporate  downsizings  which  have  resulted  in  the  layoffs  of  tens  of  thousands 
of  workers.    They,  like  many  other  people,  are  now  attempting  to  live  the  American  dream 
by  starting  businesses  out  of  their  homes. 
Storage  of  Product  Samples 

Internal  Revenue  Code  Section  280A(c)(2)  permits  an  independent  sales  representative 
and  others  to  generally  take  a  home  office  deduction  for  the  space  used  on  a  regular  basis  in 
the  home  with  respect  to  a  storage  unit  of  inventory  held  for  resale.    This  sales  person  is 
eligible  for  the  home  office  deduction  -  under  the  Code  provision  -  as  long  as  the  dwelling 
unit  is  the  only  location  of  his  trade  or  business. 

Section  12004  of  H.R.  9  modifies  Code  Section  280A(c)(2)  by  expanding  the 
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definition  of  a  storage  unit  to  include  a  place  where  product  samples  may  be  stored.    The 
NASE  views  Section  12004  as  a  positive  measure  for  small  business.    We  believe  the 
measure  will  contribute  to  economic  growth  by  fostering  the  sale  of  products  at  the  retail  and 
wholesale  levels.  ,  .       j 
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&  ASSOCIATES,  INC.  •  CERTIFIED  PUBLIC  ACCOUNTANTS 

Ttanxtix  BscRS  tbz  ooMotm  cm  anu.  wwiwaM  cr  tbs 
U.S.  B308E  cr  RBwanafiAi'ivm  cm  ibe  bcke  cmcx  tkl  taacnm 

Gcxxi  morning.     My  name  is  Debra  Lesain.     I  am  here  today  as  a  waaan  with  many 
identitie*.      I  am  a  CBrtlfied  Public  Aocxxmtant  with  a  practioo  located  in  Qiicago  that 
serv^  creative,   professional  and  entreprensurial  irtUviduals  and  anall  tusineasee 
throughout  the  United  States.     I  also  write  a  monthly  colunn  cr  tax  issues  fca-  anall 
tuainessefl  which  i»  published  in  T^ttViy'''  ^icarao  Wcnan  and  Mjdwg^  Wfmfn'B  TWM  ih 
Northwest  Indiana.     I  am  also  the  National  Chair  of  the  Heme  Office  Doducticn  Ooomittee 
of  the  Naticfial  Aasociatior  of  Wooen  Business  Cfc/ners   (NAWBO)   and  a  representatlVB  of  the 
Hcme-Bosed  Business  Ocnmitteo  of  the  Illinois  Wcnen's  Boononic  Develcpoent  Summit,     ftit 
noet  inpcartantly,   I  iun  an  entrepreneur  who  is  proud  to  ackncwled^e  that  U.  years  aiya,   I 
began  as  a  Ivaifi-bosed  business.     I  bring  to  the  table  both  profeseicnal  expertise  fueled 
by  personal  eoqperiencd. 

As  a  CPA,  I  am  often  farced  to  be  "Iha  Tax  Polios",  enforcing  rules  and 
regulations  that  dcn't  always  seen  fair  or  logical.     I  oontljve  on  my  path  of  education 
ard  ccBplianoB,  shr^^ginj  ny  si»ulder»  and  eaaatiaies  aha)dng  my  head  in  disbelief.     Every 
onse  in  a  while  an  issue  irritates  ms  enough  to  react  beyond  wards.     Par  the  last  tsw 
years,  that  Issue  has  bean  the  heme  office  tax  deduction. 

In  Jaruary,   1993,  the  Supreme  Cburt  decision  in  "Soliman  v.  Oaanissicner"  cau^ 
many  entrepreneurs  by  surprise.     PrevlouBly,  tha  heme  office  deduction  was  available  to 
thoee  who  (1)   had  ivs  other  office  for  their  business,    (2)  dedicated  epaoe  within  their 
hcniee  to  the  sole  and  exclusive  use  of  the  Ixoe  business  and  (3)  had  oicugh  kusinsss 
inooDB  to  oovor  the  value  of  the  (toduction.     Tttie  "Solinan"  decision  seaaingly  ociled  tvro 
new  t^tts  for  the  deduction:     (1)  custanars  nust  physically  visit  the  hone  office  and  (2) 
the  business  incxxie  nust  be  generated  within  the  hooa  offloe  itaelf . 

These  new  tests  are  ahcrtsighted  and  ignore  the  t>ay  that  business  is  oondUTtad 
today.     Any  peroepticn  that  a  taxpayer  is  merely  trying  to  'No-ite  off  their  dining  roan 
table"  is  outdated  and  inlsguided.     Han»-based  businesses  are  technologically 
sophisticated.      Faxes,   taodeoB  and  ooBfuter  networks  ed.low  businesses  hhich  had 
trwiltlonally  required  an  outaide  office  to  operate  fran  hcne  without  physically  iwetlng 
their  clients.     And  as  our  ooonony  bprnnpis  more  globalized,  mere  and  more  intamatlcnal 
business  is  being  oonducted  fron  hcxE  offices  since  visits  with  overseas  custanars  are 
rarely  feasible.     Many  business  perscns,   suc±i  &a  independent  sales  representatives  or 
repairnwn  Bart  visit  their  custODers  at  the  custonar'a  place  of  business  in  ortter  to 
luXe  the  sale  or  repair.     Yet  these  businesses  oust  still  have  an  office,  an 
administxatlve  acre.     The  new  testa  are  also  in  ocnfllct  with  scdb  local  zoning 
ordinanoes  tM.(ii  prohibit  hcoe-bassd  businoocen  fron  bringing  custcnera  Into  a  hone 
offio«. 

In  a  manufacturing  or  retail  environaent^  it  is  easier  to  identify  whare  sarvioes 
are  being  rendered.     But  in  our  increasingly  socvioe-orientad  econcny,  it  is  a  mx±i 
grayer  distinction.     To  discount  the  administrative  aspects  of  operating  a  businesa  is  to 
discount  the  very  essence  of  an  aiLn%a.uneur.     Ihe  acteinistrative  tasks  of  running  a 
business  -  rwxrdkeeping,  billing,  adwAiling,   szdea  and  mrkating  -  are  critical  to  the 
health  and  survlvzil  of  any  businc^as.     Yot,   the  new  tests  sdOaX  by  "Soliman"  treat 
adkninistzatlve  business  activities  as  unin^xartant. 

Per  laany,  a  hcme-based  business  is  a  choice. . . .  Par  others  it  is  a  necessity.     For 
many  start-^;^  businesses  as  well  as  people  re-ent«rlng  the  wcrk  force  eifter  a  job  loss, 
the  very  eoonoolc  viability  of  a  new  venture  can  d^send  on  v*jether  or  no*  it  can  be 
started  as  a  hODe-based  business.     Per  many  people  with  historically  poor  access  to 
capital,    including  wcraen  and  mincrities,  as  well  as    elderly  and  disabled  persona  for 
wham  tradltlcnal  offloe  envlrcrmenta  and/or  uuumting  can  pose  probleBS,   the  hoo^-baaed 
business  can  be  an  la^xirtant  robd  to  eccnonic  independence.     Hcne-based  businesses  are 
also  {xo-family.     Por  parents  with  shOI  children,  the  hone-faased  business  helps  avoid 
the  loss  of  a  ooouxl  inocnie  and  the  ooett  of  outside  child  care.     And  hcme-based 
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businefisea  are  good  for  our  envircrtnertt,  reducing  air  pollution  in  direct  relation  to 
reduced  ocmuting. 

Plain  and  single,  Bane  Offices  Ifake  faaicmlc  Sense 
(aOKZS)  11!!     To  foroe  a  business  owner  to  rent  an  outside  of f Icae  vAien  that  office  ia 
not  needed  and  punish  a  taxpayer  viho  laeets  the  relevsmt  criterion  before  "Soliman"  by 
deaiylng  a  hcne-off ioe  deduction  is  fundamantally  arbitrary.     Hate-based  businesses  mean 
opportunity  and  job  creation.     Host  are  servioe-oriented  businesses  which  2ire  provdding 
the  greatest  job  growth  and  eBploynent  opportunities  today.     Itoday's  hcne-bosed  business 
may  be  tccorrow's  Apple  Ocnputer.     A  hone  offioe  should  qualify  as  the  principal  place  of 
business  if  the  office  ia  the  location  where  the  taxpayer's  easaitial  administrative  or 
manageinent  activities  zure  ocnducted  en  a  regxilar  suid  systaiatic  basis  by  the  taxpayer  AND 
the  offioe  is  necessary  because  the  ta;qMyer  has  no  other  location  for  the  perfonwnoes 
of  these  tasks,     (fane-based  businesses  should  be  ^vxiuraged. 

Accxarding  to  Link  Resources  oorp,  a  New  York  City  based  technology  research  and 
consulting  firm,  the  number  of  full-tims  homB-baaed  business  owners  totaled  12.1  mllllcn 
in  1992,  an  increase  of  300,000  over  1991  while  the  number  of  part-time  tone-baaed 
business  cwners  reached  11.7  millicn,  an  increase  of  1,2  million.     NAWBO  ocnducted  a 
survey  on  this  inpoortant  issue  leist  year.     A  large,  diverse  sanple  of  582  business 
oiiners,  drawn  from  thirty-four  states  responded  to  the  survey.     55%  of  those  surveyed  had 
been  in  business  for  over  7  years.     63%  of  the  wcoien  sanpled  launched  their  businesses 
out  of  their  hcuse.     Ihe  averstge  number  of  years  that  respondents  operated  frcn  a 
hcme-based  business  was  5.31  years.     98*  of  t^  NAWBO  mambera  sanpled  support  new  haaa 
offioe  deduction  legislation.  This  has  been  a  NAWBO  Public  Policy  priority  issue  for  1994 
and  1995.     Waaen  currently  own  30%  of  all  businesses  and  are  projected  to  own  50%  by  the 
year  2000.     But  the  home  offioe  deduction  is  not  just  a  wcman'e  issue.     It  is  a  snail 
business  issue.     This  issue  ia  being  raised  at  most  State  Ocnferenoes  for  the  June  1995 
Wiite  Hcwse  Ccnference  on  arall  Business  as  a  top  octnunity  Develojment  issue.     As  the 
NAWBO  Home  Offioe  Dediiction  advocate,  I  have  been  waricing  closely  with  the  National 
Association  for  the  Self-Qployed  v*k>    organized  the  ooalition  of  business  organizations 
which  supported  the  legislation  introduoed  in  the  103rd  Congress  which  would  have 
overturned  the  "Soliman"  decision.     As  a  CPA,   I  am  pleased  that  the  Aaerican  Institute  of 
Certified  Public  Aooountants  ia  aaorgst  those  who  gutyottai  this  legislation. 
Unfortunately,  no  action  was  taken  on  the  measure  prior  to  adjounw^nt. 

The  "Oontr^ict  with  America"  CG^t^dns  a  provision  that  restorea  the  hone  office 
deduction  to  its  previous  form.     Section  12003  of  H.R.  9,  the  Jds  Creation  and  Wage 
^ihanoement  Act  addresses  this  inportant  saoall  business  issue. 

This  hose  offioe  deduction  legislation  will  parinarily  be  of  benefit  to  businesses 
vMdi  operate  as  sole  proprietora.     Uiis  may  in  fact  be  one  of  tt^  only  tax  Inoentives 
that  stiongly  favors  operating  as  a  sole  proprietor.     In  order  for  an  enployee  to  qualify 
for  the  heme  offioe  deduction,  an  additioml  reguiran^it  is  added  Vittereby  the  exclusive 
use  of  the  heme  offioe  must  be  for  the  oonvenlenoe  of  the  enployer.     Sinoe  an  esn)loyee'8 
heme  offioe  expenses  most  be  claimed  as  a  misoellaneoua  itemized  deduction  subject  to  the 
2%  floor  en  Schedule  A,  the  value  of  the  deduction  to  an  onployee,   if  any,  can  be  greatly 
diminished,     viiere  an  enployee  roits  any  portion  of  their  hone  to  their  enployer  (which 
may  be  their  wholely-owned  oorparation) ,   Section  280A(c)  (6)   already  denies  a  home  office 
deduction  and  limits  the  deduction  allowable  to  the  mortgage  interest  and  taxes  that  are 
deductible  abs^it  businesa  use.     Foni  8829  -  Expenses  for  Business  Use  of  Your  Home  can 
aaaily  be  redesigned  to  aoccmnodate  ocoplianoe  with  ti^  requiranenta  in  a  Yes  or  No 
question  fomat. 

aoall  buainesa  is  the  foundation  of  future  eooncnic  davelopnsit.     starting  a 
HMlnoKR  frcn  hona  should  be  encouraged  throu^  inoentl'/es  that  reflect  the  spirit  of 
today's  entrepreneurs.     It  is  tine  to  do  ti»  ri^^  tlun?. . .  an)  oornJuL  Urn  l^voc  caxotcd 
by  the  "solijoan  Decision".     I  strongly  urge  you  to  support  aad  paam  Section  12003  of 
H.R.   9. 

January  19,  1995 
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Overview 

The  Hon*  Offlca  Conunittao  of  ttaa  NAWBO  Public  Policy  Council 

was  formed  in  the  fall  of  1993  in  response  to  a  request  from  the 
Tb«  National  Association  of  the  Self-Employad  to  cosponsor 
legislation  cited  as  the  "Hone  Office  Deduction  Act".   The 
January  1993  Supreme  Court  decision  in  the  case  of  Commissioner  of 
the   IRS   V.    Nader  Soliman   narrowed  the  eligibility  for  claiming  a 
home  office  tax  deduction.   This  decision  will  have  far  reaching 
ramifications  for  small  business  owners  and  women  business  owners,  in 
particular. 

Before  committing  to  become  a  cosponsor  of  this  legislation,  a 
member  survey  was  created  by  the  committee  which  appeared  in  the 
November  1993  NAWBOTIHE.   Even  before  the  results  were  formally 
tabulated,  it  was  apparent  that  the  NAWBO  membership  strongly 
supported  home  based  businesses. 

This  booklet  presents  background  information  on  the  home 
office  deduction,  the  results  of  the  member  survey  and  general 
information  on  the  status  of  the  proposed  legislation. 

A  special  thank  you  goes  to  The  National  Association  for  the 
Self-Enployed  for  their  tireless  efforts  in  coordinating  this 
important  legislation  and  always  keeping  us  informed  and  aware. 

And  to  Lisa  K.  Qundry,  Assistant  Professor  of  Management 
in  the  Kellstadt  Graduate  School  of  Business  at  DePaul  University  in 
Chicago  and  Michelle  M.  OlaAmanio,  her  graduate  assistant,  our 
sincere  thank-yous  for  your  detailed  and  thorough  analysis  of  the 
surveys.   Your  compilation  of  the  members'  comments  brought  real  life 
to  raw  numbers  and  added  depth  of  focus  to  the  issue  at  hand. 

Debra  J.  Lessin,  C.P.A. 

Chicago 

Chair 


Home  Office  Deduction  Committee 

Debra  J.  Lessin  Sylvia  A.  Dablby 

D.J.  Lesain  fi  AaBociates,  Inc.  Howard  Media  Services 

Chicago,  Illinoia  Cove  Creek,  Arizona 

Linda  Lang  Carrie  Cha ver s-Wills 

All  Inc.  Corp  CCW  Works  Promotional  Consultanti 

Cedar  Knolls,  New  Jersey  Scotch  Plains,  New  Jersey 

Susanne  Taylor  Ann  R.  Truett 

STA  Southern  California,  Inc.  Vacovec,  Hayotte  &  Singer 

South  Laguna  Beach,  California  Newton,  Massachusetts 
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@  NAWBO  Member  Survey 


In  January,  1993,  the  Supreme  Court  decision  in  the  "Soliman"  case  caught  many  home- 
based  entrepreneurs  by  surprise.  Soliman,  an  aresthesiologist,  was  denied  a  home  office  deduction  in 
spite  of  the  fact  that  he  handled  his  billing,  contacted  patients,  set-up  appointments,  and  kept  records  from 
his  home  -  and  was  not  provided  an  office  at  any  of  the  four  hospitals  where  he  actually  saw  his  patients.  The 
Supreme  Coun  reasoned  that  because  he  did  not  see  patients  at  home,  he  was  not  eligible  for  an  office 
deduction. 

We  believe  this  ruling  may  have  far  reaching  ramifications  for  small  business  owners  and 
women  business  owners  in  particular.  We  believe  that  home-based  businesses  are  a  powerful  economic 
force,  and  have  a  beneficiaJ  impact  on  families,  the  environment,  and  productivity.  The  NaiionaJ  Association 
for  the  Self-Employed  has  asked  NAWBO  to  join  them  in  their  efforts  to  pressure  legislators  to  overturn  the 
Supreme  Court's  ruling. 

We  want  to  know  what  you  think  about  this  before  we  commit  the  organization  to  a  course  of 
action.  Please  take  a  moment  to  complete  this  survey  whether  or  not  you  have  a  home -based  business  so 
that  the  NAWBO  Home  Office  Comminee  can  accurately  interpret  the  position  of  our  organization. 

1.    Typ)e  of  business: 

Q  Service  ^  Sales  3  Professional  3  Other 


2.  How  many  years  have  you  been  in  business? 

3  Less  than  1       □  1-3  3  4-6  Q  7-10  Q  Mort  than  10 

3.  What  is  your  form  of  business  operations? 

Q  Partnership       C^  C  Corporation        □  S  Corporation        3  Sole  Proprietor 

4.  Did  you  start  your  business  at  home?       □  Yes  □  No  (if  no,  skip  to  question  #12) 

a)  If  yes,  is  your  business  still  at  home?  Q  Yes  □  No 

b)  How  many  years  did  you  operate  your  business  from  home? 

5.  Do  you  currently  claim  a  home  office  deduction  of  your  federal  income  tax  return?       Q  Yes  Q  No 
a)    If  no,  did  you  previously  claim  a  home  office  deduction?  Q  Yes  Q  No 

6.  If  your  business  is  currently  in  yoiu"  home,  but  you  no  longer  claim  a  home  office  deduction 
on  your  federal  income  tax  return,  please  explain  why  not  (check  all  that  apply): 

Q  Illegal  under  local  zoning  laws 

□  Afraid  of  an  IRS  audit 

Q  Selling  home  soon  and  don't  want  to  pay  capital  gains  taxes  on  business  operation 

Q  Affected  by  the  "Sohman"  case 

Q  Never  bothered  to  keep  adequate  records 

Q  Form  of  business  operation  negates  or  lessens  tax  benefit  as  miscellaneous  itemized  deduction 

Q  Other  (please  describe  in  detail) 
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NAWBO  Member  Survey 

Page  2 


7.  Were  you  aware  of  the  "Soliman"  case?    3  Yes  ^  No 
a)    If  yes,  were  you  directly  affected?       3  Yes  3  No 

8.  Do  you  see  clients  in  your  home  office?    3  Yes  □  No 

9.  Where  do  you  do  business  (check  all  that  apply): 

Q  Locally  □  Contiguous  states  3  Nationally  Q  Internationally 

10.  What  is  your  annual  sales  volume? 

□  Less  than  100.000  □  $200,000  -  $300,000  □  $500,000  -  $1,000,000 

Q  $100,000 -$200,000  3  $300,000  -  $500,000  □  Over  $  1 ,000,000 

11.  If  you  worked  out  of  your  home,  but  no  longer  do  so,  why  did  you  move?  (check  all  that  apply): 
3  Needed  more  space 

3  Felt  isolated  at  home 

Q  My  family  was  too  distracting 

Q  Illegal  under  local  zoning  laws 

3  Needed  a  more  "professional"  environment 

3  Other  (please  describe  in  detail): 


12.  Do  you  support  legislation  which  would  codify  a  home  office  tax  deduction  where: 

1)  the  office  is  essential  to  the  taxpayer's  business  AND 

2)  the  office  is  the  place  where  the  taxpayer  maintains  the  books 

and  records  pertinent  to  the  administrative  tasks  of  the  business  3  Yes  3  No 

a)  Should  NAWBO  suppon  this  type  of  legislation?  3  Yes  3  No 

b)  Would  you  be  willing  to  write  to  your  rcprcsenutives  to  support  such  legislation?  3  Yes  3  No 


13.  Where  do  you  live?  (City/State): . 
a)    Your  name  (optional): 


b)  Phone  and  fax  number  (optional): 

c)  Comments: 


Thank  you  for  your  participation.  Please  mail  or  fax  the  completed  survey  by  December  1,  1993. 

Mail  to:  Debra  J.  Lessin,  D  J.  Lessin  &  Associates,  Inc,  444  N.  Wdls,  Suite  504,  Chicago,  IL  60610 

Or  fax  to  the  attention  of  Paula  Brightweiser  at:  NAWBO  Headquarters,  FAX  (301)  608-2596 
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NATIONAL  ASSOCIATION  OF  WOMEN  BUSINESS  OWNERS 

HOME-BASED  BUSINESS  SURVEY 

SUMMARY  OF  FINT)INGS 

The  perceptions  of  women  business  owners  on  home-based  businesses  and  their  views 
on  the  Soliman  case  were  assessed  in  a  survey  mailed  to  NAWBO  members.  A  large,  diverse 
sample  of  582  business  owners,  drawn  from  thirty-four  states,  responded  to  the  survey. 
Results  indicate  that  many  respondents  see  the  necessity  for  some  type  of  legislative  action  to 
assist  the  small,  home-based  business  owner.  Several  issues  of  interest  were  included  in  the 
survey:  the  type  of  business,  number  of  years  the  business  has  been  established,  annual  sales 
volume,  legal  form  of  operation,  where  business  is  currently  conducted,  attitudes  regarding 
home  office  deductions,  reactions  to  the  Soliman  case,  reasons  for  no  longer  working  at 
home,  and  support  of  legislative  action.  Space  was  provided  for  any  written  comments  the 
respondent  wished  to  make.  The  responses  of  the  women  business  owners  sampled  is 
discussed  in  this  report. 
Type  of  Business  Ownership 

Businesses  represented  in  the  survey  were  service  (53%);  professional  (19%);  sales 
(16.7%);  and  other  (11%). 
Years  of  Business  Establishment 

In  general,  our  sample  consists  of  well-established  businesses  and  experienced 
business  owners.  More  than  one-third  of  those  surveyed  (35%)  have  been  in  business  for 
more  than  ten  years;  another  20%  have  been  established  for  7-10  years;  22%  have  been  in 
business  for  4-6  years;  19%  for  1-3  years;  and  a  very  small  percentage  (4%)  have  been  in 
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business  for  less  than  one  year.  The  legal  form  of  operation  for  these  businesses  is:SoIe 
Proprietorship  (40%);  S-Corporation  (29%);  C-Corporation  (25%),  and  Partnership  (6%). 
Geographical  location  in  which  the  women  do  business  was  reported  to  be  local  for  56%  of 
respondents;  20%  conduct  business  within  the  contiguous  states;  24%  conduct  business 
nation-wide;  and  approximately  10%  are  international  businesses. 
Annual  Sales  Volume 

The  women  surveyed  reported  annual  sales  volume  for  their  businesses,  and  these 
figures  ranged  from  less  than  $100, 0(X)  to  over  $1,000,000.  One-third  of  the  women  reported 
sales  figures  of  less  than  $100,000;  19%  reported  between  $100,000  and  $200,000;  7% 
reported  sales  between  $200,000  and  $300,000;  8%  from  $300,000  to  $500,000;  9%  from 
$500,000  and  $1,000,000;  and  15%  reported  their  sales  to  be  over  $1,000,000. 
Where  Business  is  Conducted 

Nearly  two-thirds  of  the  women  sampled  launched  their  businesses  out  of  their  homes 

(63%).  As  one  woman  entrepreneur  noted, 

"Flexibility  in  the  earliest  stages  of  a  business  is  extremely  important.  It  can  make  the 
difference  in  success  or  failure  and  even  make  the  attempt  possible.  Our  business 
would  not  have  survived  the  early  stages  if  we  had  been  obligated  for  rent." 

Another  business  owner  reflected  on  the  role  of  the  home-based  business  on  her  work-life: 

"Maintaining  an  office  at  home  to  handle  financial  tasks,  planning,  and  other  work 
not  necessitated  at  the  site  of  operation  is  essential  to  keeping  the  involvement  of 
many    women  balanced  between  their  business  and  family  -  many  of 
us  need  the  office  to  take  advantage  of  our  "spare"  time. " 

The  home  office  afforded  some  women  the  opportunity  to  start  a  business  that  otherwise 

would  not  have  been  possible: 

"I  would  never  have  started  my  business,  which  now  employs  nine  tax-payers  if 
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I  didn't  start  it  in  a  home  office."  _.-•    , 

The  average  number  of  years  that  respondendents  have  been  operating  from  a  home-based 
business  is  5.31  years.  The  maximum  number  of  years  operating  from  home  was  35. 
Home  Office  Deductions  - 

Over  one-third  of  the  business  owners  sampled  (37.5%)  currently  claim  home  office 
deductions.  However,  the  percentage  of  respondents  who  had  claimed  such  deductions  in  the 
past  was  43%.   Thus,  there  appears  to  be  a  decline  in  the  number  of  individuals  who  are 
claiming  these  deductions.  Overall,  35%  see  clients  in  their  home  offices,  while  other  home- 
based  business  owners  are  required  to  perform  administrative  functions  in  their  home  offices 
because  these  duties  cannot  be  performed  at  the  client's  office.  Many  survey  respondents 
discussed  the  importance  of  the  deduction  to  the  survival  of  their  business: 

"It  is  very  important  that  we  are  allowed  this  tax  deduction.  Otherwise,  many  of  us 
risk  going  out  of  business!  We  need  to  voice  our  concerns.  Additionally, 
if  we  do  not  fight,  the  prohibitive  laws  will  greatly  reduce  the  number  of  new  and 
small  businesses  which  are  the  backbone  of  our  economy." 

"I  do  not  want  to  "grow"  my  business.  I  have  chosen  to  be  a  one-person  home-based 
business  on  purpose!  The  elimination  of  the  deduction  will  not  affect  my  decision 
to  stay  at  home.  However,  I  see  it  as  another  subtle  attack  on  destroying  the  small, 
woman-owned  business  industry." 

"Small  business  needs  all  the  help  it  can  get  in  terms  of  tax  breaks  -  creating 
employment  carries  enough  taxes  as  it  is!" 

Some  women  expressed  reservations  about  the  deductions: 

"There  was  a  lot  of  abuse  in  the  home  office  deduction  category,  and  many  people 
paid  more  in  taxes  to  make  up  for  the  revenue  shortfall  created  by  these  abusive 
deductions." 

"Permitting  a  tax  deduction  for  administrative  function  only  opens  the  door  for 
abuse." 
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Several  reasons  for  the  decline  in  home-based  business  deduction  claims  were  cited  on 
the  survey.  Respondents  were  asked  to  select  the  reasons  that  pertained  tc  their  choice  not  to 
claim  such  deductions.  Eight  percent  feared  an  IRS  audit;  3%  cited  problems  with  zoning 
laws;  3%  were  planning  to  sell  their  homes  in  the  near  future;  3%  reported  that  they  were 
affected  by  the  Soliman  case;  1%  felt  that  they  did  not  keep  adequate  records;  and  another 
1  %  believed  that  the  business  operation  negated  or  lessened  tax  benefits. 
The  Soliman  Case 

One-half  of  all  the  respondents  said  they  were  aware  of  the  Soliman  case.  17%  of  the 

women  business  owners  reported  that  they  were  in  some  way  directly  affected  by  the        ,  .-  - 

Soliman  case.    Reactions  included: 

"I  think  the  Soliman  case  was  most  unfair.  He  had  to  have  office  space  for  records, 
scheduling,  planning,  etc.,  even  if  he  did  provide  the  service  elsewhere.  By  the 
court's  reasoning,  a  manufacturer  should  not  be  able  to  deduct  office  space  expense, 
since  the  core  business  is  in  the  plant!" 

"An  office  of  some  sort  is  always  essential  to  a  business.  Many  service  providers  and 
consultants  do  not  see  clients  at  home." 

"My  city  business  license  forbids  me  to  see  clients  in  my  home.  It  is  only  used  for  me 
to  work  in  and  to  get  mail.  I  do  most  of  my  billable  work  at  home!" 

"As  a  CPA,  I  can  confirm  that  the  decision  in  the  "Soliman"  case  does  have  a  far- 
reaching  negative  impact  for  small  businesses,  and,  in  particular,  women  business 
owners." 

Support  of  Legislation  '   '  \ 

Nearly  the  entire  sample  (98%)  of  women  business  owners  who  responded  to  the 

survey  support  legislation  on  behalf  of  home-based  businesses.  97%  would  like  to  see 

NAWBO  support  the  legislation.  As  some  entrepreneurs  commented: 
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"I  strongly  support  overturning  the  Supreme  Court's  niling.  Small  business  will  suffer 
otherwise.' 

"Our  zoning  and  tax  laws  need  to  support  small  business  start-up." 

"This  support  is  vital.  Small  businesses  are  hard  enough  to  run  profitably.  Without 
the  support  that  tax  advantages  provide,  pure  profit  dollars  are  lost  in  the  expense 
column." 

"If  NAWBO  does  not  support  this  type  of  legislation,  it  will  possibly  drive  many 
owners  to  close  shop. " 

"I  am  a  CPA  who  advises  small  and  medium-sized  businesses.  This  court  case  was 
terribly  unfair  to  small  business.  Congress  will  now  have  to  correct  this  mistake." 

Additionally,  92%  of  the  women  indicated  they  were  willing  to  write  to  their  representatives 

in  Congress  to  urge  support  of  such  legislation. 
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SPECIAL  REPORT 


THE  U.S.  IS  SHIFTING  from  an 
Industrial  Age  economy  dominat- 
ed by  large  corporations  to  a 
Knowledge  Economy  based  on  a 
new  generation  of  entrepreneurs, 
many  of  whom  work  at  home. 
Page  1 . 

LONE  EAGLES  spearhead  the 
SOHO  movement.  Page  2. 

OTHER  BIRDS  flock  to  the  "mild 
and  wild"  areas  of  the  rural  West 
Page  6. 

GOVERNMENT  WAGES  WAR  on 
the  SOHO  movement.   Page  7. 

SOLIMAN  DECISION  slams 
home-based  businesses.   Page  7. 

KEY  ELEMENTS  of  a  Home 
Business  Equity  and  Economic 
Development  Act.   Page  9. 

BILLS  TO  RESTORE  home  office 
tax  deduction.  Page  8. 


Workshiftihg 

hn/  Philip  M.  Burgess  &  Paul  and  Sarah  Edwards 


The  business  of  America  is  done 
chiefly  by  small  and  medium- 
sized  businesses. 
Many  Americans  believe  the  typical 
American  business  is  a  Fortune  500  cor- 
poration. This  has  never  been  true,  and 
it  even  less  true  today  than  it  was  just 
ten  years  ago. 

Just  as  computers  are  miniaturizing^ 
so  is  American  business.  And  as  busi- 
nesses, like  computers,  shrink  in  size, 
they  grow  in  power.  And  one  reason 
they  shrink  in  size  is  because  computers 
eliminate  the  need  for  gatekeepers  and 
middlemen  who  are  typically  highly  tal- 
ented, well  educated  knowledge  work- 
ers. As  corporarions  shed  these  knowl- 
edge workers,  these  displaced  workers 
join  a  growing  pool  of  talent  that  feeds 
the  SOHO  movement. 

There  arc  24  million  business  enter- 
prises in  the  US.  Only  7,000  have  more 
than  500  employees.  The  rest  arc  small 
and  midsize  businesses.  Many  arc  fami- 
ly-owned enterprises  -  including  part- 
nerships, sole  proprietorships,  unincor- 
porated home  businesses  and  the  like. 

Though  many  of  these  companies 
are  in  the  retail  or  personal  services 
business,  a  large  and  increasing  number 
are  found  higher  in  the  value  chain. 
Examples:  Specialty  manufacturing 
operations  (e.g.,  textiles,  confectionar- 
ies,  computer  peripherals,  luggage )  and 


business  and  professional  service  firms  - 
e..g.,  wnters,  analysts,  brokers,  software 
producers,  financial  advisors,  money 
managers,  and  consultants  (e.g.,  man- 
agement, computers,  software) 

These  small  and  midsize  enterprises  - 
particularly  those  under  1 00  employees 
-  are  responsible  for  most  of  the  net 
new  job  creation  and  for  much  of  the 
new  technology  and  innovation  that 
fiiels  US  economic  growth  and  compet- 
itiveness. That's  why  some  call  America 
a  home-  and  family-based  entrepreneur- 
ial economy. 

The  structure  and  driving  forces  of 
the  US  economy  stand  in  sharp  contrast 
to  what  we  call  the  "plantauon 
economies''  of  most  of  Europe  and 
parts  of  Asia  -  e.g.,  the  12-nation 
European  Union,  Japan  and  Korea  - 
where  large  enterprises  and  public-pri- 
vate alliances  account  for  most  employ- 
ment and  drive  substantial  economic 
activity. 

In  the  US,  the  family-based  entre- 
preneurial economy  is  growing 
stronger,  not  weaker.  Small,  locally- 
owned  and  rapidly  growing  businesses 
continue  to  generate  most  new  jobs  and 
most  new  technology  and  to  fuel  the 
engine  of  innovadon  and  economic 
growth. 

•     Item:  Small  and  midsize  businesses 
under  500  employees  now  account 

Centinita  on  page  2  ., 
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for  the 

1990s 

Highest  Income 
Potential 

Bill  Auditing  Service 
Business  Broker 
Business  Plan  Writer 
Computer  Tutor  and  Trainer 
Desktop  Video 
Executive  Search 
Export  Agent 
Management  Consultant 
Professional  Practice  Consultant 
Rubber  Stamp  Business 


Lone  Eagles 


for  more  than  50  percent  of 
America's  exports  measured  by 
dollar  value. 

•  Item:  Small  businesses  under  100 
employees  now  account  for  50 
percent  of  America's  exporters  - 
more  than  80  percent  in  some 
regions. 

•  Item:  Many  of  today's  most  excit- 
ing large  and  midsized  businesses 
were  small  or  home-based  busi- 
nesses only  a  few  years  ago  - 
including  major  software  busi- 
nesses (Microsoft,  Borland, 
Lotus),  computer  manufacturers 
(AST,  Apple),  retailers  (Staples, 
Nike),  food  products  (Baskm- 
Robbins,  Mrs.  Field's  Cookies, 
Pepperidge  Farms)  and  others. 

•  Item:  Many  world-famous  compa- 

nies began  as  home-based  busi- 
nesses; Gillette,  Stcinway 
(pianos).  Hallmark  Cards, 
Electronic  Data  Systems  (EDS), 
Disney,  Ford,  Hewlett-Packard 
and  other  old  standbys. 
America's  economy,  which  for  25 
years  after  WWII  featured  large  cor- 
porations   and    mass    markets,    has 


become  a  new  economy  of  entrepre- 
neurs, mche  markets  and  just-in-timc 
manufacturing  and  service  delivery 
systems.  These  new  markets  and  the 
entrepreneurs  who  serve  them  arc 
the  driving  force  behind  the  Small 
Office/Home  Office  (SOHO) 
movement. 

7^<  importance  of  the  SOHO 
movement  cannot  be  overesttmated.  It 
is  imponant  to  job  creation.  The 
SOHO  movement  increases  produc- 
tivit)'  and  enhances  US  economic 
competitiveness.  The  SOHO  move- 
ment also  has  important  social  and 
demographic  impacts:  It  provides  a 
safety  vaJve  for  those  caught  in  the 
turbulence  of  corporate  re-engineer- 
ing and  it  creates  new  possibilities  for 
small  town  and  rural  America 
because  so  many  in  the  movement 
want  to  live  there.  The  SOHO 
movement  will  also  shape  dramati- 
cally tomorrow's  urban  areas  - 
including  how  and  where  people  live 
and  work  and  how  they  arc  connea- 
ed  to  home  and  family  and  work- 
place colleagues. 

The  expansion  of  the  SOHO 
movement  is  likely  but  not  automat- 
ic. It  is  likely  because  technology  is 


fe  j^  n 


Lone  Eagle  is  the  name 
we've  given  to  the  burgeon- 
ing group  of  knowledge 
workers  wrtio  are  abandoning  life 
in  large  cities  and  their  positions  in  the  9  to  5 
world  to  move  back  to  small  town  America  or  to  an  adja- 
cent rural  area. 

Lone  Eagles  are  knowledge  workers.  Some  are  entrepre- 
neurs -  people  who  are  comfortable  with  risks  and  like  to 
run  businesses.  Others  are  professionals  -  writers,  analysts, 
brokers,  accountants,  attorneys,  management  consultants, 
financial  advisors,  engineers,  manufaaurers'  reps  -  who 
live  by  their  wits  and  are  tethered  to  the  outside  world  by 
faxes,  modems,  express  mail  and  airplane  tickets. 

But  Lone  Eagles  are  a  special  breed  of  knowledge  work- 
ers. They  live  and  work  away  from  the  markets  they  serve. 
Some  live  in  urban  America.  Most  move  to  small  towns 
and  to  rural  America.  Most  perfomi  a  significant  amount 
of  work  at  home,  ione  Eagles  are  the  pioneers  of  the 
SOHO  (Small  Office/Home  Office)  movement,  trailblazers 
on  the  Electronic  Frontier  and  fast-laners  on  the  informa- 
tion superhighway,  ione  Eagles  and  the  SOHO  movement 


of  which  they  are  the  forefront  are  the  most  important 
social  movements  since  the  rise  of  the  two-wage  eamer 
family  in  the  1970s. 

We  call  these  pioneering  knowledge  workers  Lone  Eagles 
after  the  original  lone  Eagle,  Charles  A.  Undbergh,  who 
made  the  first  solo  flight  across  the  Atlantic  in  May  1927. 
The  fiercely  independent  Lindbergh  was  a  versatile  man  of 
many  achievements. 

Lindbergh  invented  an  artificial  heart  in  the  early 
1930s.  He  took  part  in  the  design  of  the  Boeing  747,  still 
the  workhorse  of  international  travel.  He  was  a  writer  and 
an  early  leader  of  the  conservation  movement,  where  he 
focused  on  preserving  indigenous  cultures  and  saving 
whales  from  extinction.  But  after  a  personal  tragedy  (the 
kidnapping  and  murder  of  his  son),  Undbergh  and  his 
wife  retreated  to  a  far-off  place  in  search  of  privacy  and 
security. 

Today's  ione  Eagles  have  many  of  Lindbergh's  qualities: 
audacity,  versatility,  dauntlessness,  independence, 
courage,  inventiveness,  determination,  a  quest  for  privacy 
and  safety,  a  desire  to  be  their  own  bosses  and  an  app 
elation  of  natural  and  cultural  amenities.  Many  have  bt. 
hit  with  a  mid-life  jolt  the  loss  of  a  high-paying  job  in  a 
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moving  in  the  direction  of  smaller 
units,  niche  markets  and  distributed 
work.  But  there  are  also  obstacles. 
Some  are  public  policy  obstacles  such 
as  zoning  regulations,  discriminatory 
taxation  and  burdensome  and  often 
mindless  paperwork.  (See 

"Government  Wa^es  War  on  the 
SOHO  Movement,"  Page  7.)  Others 
are  obstacles  that  arise  out  of  business 
policies  and  practices  in  the  private 
sector,  including  discriminatory  pric- 
ing and  administrative  practices  for 
insurance,  telephone,  and  other  ser- 
vices that  arc  essential  to  the  SOHO 
operator. 

Home-Based  Business.  The 
home  office  segment  of  the  small 
office  home  office  (SOHO)  market  is 
the  most  rapidly  growing  segment  of 
the  US  economy.  According  to  LINK 
Resources,  more  than  41  million 
Americans  do  some  portion  of  their 
work  at  home  -  and  this  group  grew 
by  more  than  50  percent  since  1989. 
More  than  12  million  of  these  work- 
ers are  full-time  home-based  business 
owners. 

The  growth  of  this  home-based 
group   tracks  very  closely  with   the 


growth  of  computers  and  advanced 
telecommunications.  Examples:  One- 
third  of  all  homes  in  the  US  have 
computers;  40  percent  of  home  com- 
puter  owners    have    modems;   and 


AT&T  estimates  that  at  least  one-half 
of  all  American  workers  will  be 
engaged  in  some  type  of  home-based 
work. 

Successful  home  businesses  include 


more   than   four   million   users   are        everything  from  desktop  publishing 

Jyiany  forces    are    driving    worksfiifting    in 
America,  ^fie  most  important  are  tecfinologicai 


linked  into  on-line  services  such  as 
CompuServe,  Prodigy,  and  America 
On-Line.  Americans  are  buying 
50,000  computers  each  day  -  and 
40%  of  the  new  computers  are 
equipped  with  CD-ROM,  which 
gives  the  home  user  access  to  the  stor- 
age and  use  of  high  volume,  mtiltime- 
dia  information. 

In  1980  there  were  approximately 
6  million  home  offices.  But  discon- 
tent with  living  in  urban  areas  (crime, 
pollution,  congestion  and  bad 
schools)  coupled  with  corporate 
restructuring  and  the  rapid  growth  of 
telecommunications,  computers  and 
information  technologies  have  creat- 
ed an  explosion  in  fiiU  and  part  time 
home-based    businesses.    By    2000 


to  pet-sitting  to  public  relations.  But 
home-workers,  increasingly,  are  pro- 
fessionals and  white  collar  knowledge 
workers  who  serve  New  Economy 
markets  and  provide  needed  services 
and  products  to  fast-growing  firms 
and  corporations.  The  economic 
impaa  of  home-workers  is  significant: 
Every  day  in  the  US,  as  many  as  8,000 
new  jobs  are  created  by  people  who 
create  their  own  jobs  -  many  of  them 
home  based. 

Although  most  home  workers  live 
in  urban  areas,  many  new  businesses 
arc  being  started  in  small  towns  and 
rural  areas  where  their  relative  impact 
can  be  substantial. 

Lone  Eagles.  From  an  economic 
development      perspective.      Lone 


large  corporation,  a  mugging  In  a  big  city,  choking  air 
pollution  or  a  numbing  experience  with  an  out-of-controi 
urban  public  school  system. 

Lone  Eagles  come  in  many  shapes  and  sizes,  including: 

"Payrollers"  -  people  tethered  as  full  time  employees  of 
a  corporation,  law  firm  or  other  organization  typically  pro- 
viding professional  or  business  services.  Some  payrollers 
work  for  virtual  corporations  (such  as  VeriFone,  the  credit 
card  verifier  whose  corporate  leadership  and  operations 
are  spread  all  over  the  country)  or  firms  with  virtual  oper- 
ations, such  as  the  "hoteling"  arrangements  used  by 
Ernest  and  Young  In  San  Francisco.  Many  Payrollers  are 
telecommuters,  employees  v/ho  work  off-site  In  order  to 
enhance  productivity,  reduce  distances  for  those  who 
travel  or  provide  a  non-wage  benefit  for  a  valued  employ- 
ee whom  management  wants  to  keep  on  board.  Payrollers 
often  remain  in  the  big  city,  though  many  are  moving  to 
small  town  America  and  rural  areas. 

"Freelarjcers"  -  independent  consultants,  advisors  and 
other  professionals  who  sell  their  services  to  a  variety  of 

:ents.  Today,  many  freelancers  are  corporate  refugees  - 
victims  of  downsizing  and  delayering  and  other  results  of 
corporate  re-engineering.  Many  are  also  urban  refugees. 


who  have  moved  to  small  town  America  to  escape  the 
violence,  gridlock,  pollution,  bad  schools  and  out-ot<on- 
trol  taxing  and  spending  by  big  city  politicians. 

"Planters"  -  entrepreneurs  who  select  small  towns  and 
rural  areas  to  start  their  own  businesses,  such  as  Great 
Plains  Software  (North  Dakota),  Gateway  Computers 
(South  Dakota),  Big  Horn  Threads  (Wyoming),  Rocky 
Mountain  Chocolate  Factory  (Colorado).  Planters  are  lead- 
ing the  manufacting  troom  in  the  West  that  began  in  the 
late  1980s  -  more  than  six  years  ago. 

Other  major  types  of  Lone  Eagles  include 
"Trustfunders,"  who  live  off  the  achievements  and  sav- 
ings of  their  parents;  and  "Gardeners,"  former  employees 
of  a  large  corporation  who,  as  freelancers,  cultivate  old 
relationships  with  their  former  employers.  Example:  As 
many  as  one-third  of  corporate  staff  and  middle  managers 
who  were  laid  off  in  the  last  recession  ended  up  as  consul- 
tants and  advisors  to  their  former  employers. 
However  they  make  a  living.  Lone  Eagles  are  among  those 
driving  the  SOHO  movement,  a  major  new  source  of 
wealth  for  America's  small  towns  and  a  force  for  economic 
diverslficatJon  in  rural  and  small  town  America. 

by  Philip  M.  Burgess 
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A  Partial  Listing  of 

Home-Originated 

Companies... 

Amway 

Apple  Computer 

Ashton-Tate  software 

Baskin-Robbins  ice  cream 

Ben  &  Jerry's  ice  cream 

Brookstone  Company 

Cape  Cod  potato  chips 

Domino's  Pizza 

Day  Runner 

Ford  Motor  Company 

Estee  Lauder  cosmetics 

Gillette 

Hallmark  Cards 

Hershey  Foods 

Hewlett-Packard 

Liquid  Paper 

Lillian  Vernon  catalog 

Marion  Laboratories 

Mrs.  Field's  Cookies 

Nike 

Pepperidge  Farm 

Playboy 

Purex 

Reader's  Digest 

Walt  Disney 

Welch's  Crape  )ulce 


Eagles  are  perhaps  the  most  impor- 
tant segment  of  the  SOHO  move- 
ment. 

Lone  Eagles  are  entrepreneurs 
(people  who  are  comfortable  with 
risk  and  like  to  run  a  business)  or  pro- 
fessionals -  writers,  brokers,  analysts, 
law\ers,  accountants,  management 
consultants  (e.g.,  marketing  gurus, 
futurists,  trainers)  and  others  who 
move  to  Amenca's  small  towns  or 
rural  areas,  where  they  continue  to 
practice  their  trade  and  deliver  prod- 
ucts and  services  to  far-away  markets. 

Some  Lone  Eagles  are  corporate 
refugees,  victims  of  downsizing, 
delaycring  and  other  results  of  re- 
engineering.  Others  arc  urban 
refugees,  people  who  are  fed  up  with 
the  violence,  pollution,  bad  schools 
and  out-of-control  taxing  and  spend- 
ing by  Big  City  politicians.  Whatever 
their  motivadon.  Lone  Eagles  are 
knowledge  workers  who  live  by  their 
wits,  are  heavy  users  of  computers 
and  advanced  telecommunications 
and  who  remain  cormcctcd  to  their 
markets  and  to  outside  world  by 
&xes,  modems,  express  mail  and  air- 
plane tickets. 

The  Lone  Eagle  phenomenon  is 
the  most  important  new  social  move- 
ment since  the  rise  of  the  two-wage 
earner  family  in  the  1970s,  as  shown 
by  a  continuing  stream  of  stories 
about  the  Lone  Eagle  phenomenon 
in  newspapers  all  over  the  country  - 
and  in  major  national  news  maga- 
zines. The  Lone  Eagle  phenomenon 
was  noted  in  an  upbeat  cover  stor\'  on 
the  Rock\'  Mountam  region  in  Time 
(September  6,  1993)  and  a  cover 
story  in  Newsweek  (May  24,  1994) 
and  major  stories  in  Forbes 
(December  21,  1992),  Business  Week 
(November  15,  1993),  American 
Demographics  magazine  (August 
1993),  the  front  page  of  the  Los 
Anjieles  Times  (August  18,  1993), 
Inc.  magazine  (Januarv',  1994)  and  a 
nationally  distributed  feature  story  by 
the  Associated  Press.  Another  major 
article  is  forthcoming  (May,  1994)  in 
Parade  magazine,  the  nation's  most 
widely  circulated  publication. 

Lone  Eagles  have  attracted  the 
interest  of  communities,  chambers  of 


commerce,  economic  development 
orgamzations,  governors'  offices  and 
state  development  agencies.  These 
groups  want  to  learn  about  Lone 
Eagles,  examine  their  implications  for 
economic  and  community  develop- 
ment and  consider  what  communities 
can  do  to  attract  Lone  Eagles. 
Examples: 

•  The  State  of  Nebraska  is  develop- 
ing "Lone  Eagle  Awards,"  to  be 
given  by  Governor  Ben  Nelson 
to  Lone  Eagles,  Wise  Old  Owls 
and  Country  Hawks,  birds  "dis- 
covered" by  the  Center,  in  recog- 
nition of  the  contribution  these 
individuals  make  to  small,  rural 
communities. 

•  A  number  of  local  economic  devel- 

opment groups  -  including  The 
Palouse  (Washington)  Economic 
Development  Council;  Steamboat 
Springs,  Colorado;  Morgan 
County  (Colorado)  Economic 
Development,  Inc.;  Idaho  Rural 
Development  Cotmcil  -  are  build- 
ing programs  around  the  concept 
of  atuacting  Lone  Eagles. 

•  Use  of  the  term  "Lone  Eagle"  has 
become  ubiquitous  in  newspaper 
and  magazine  articles  and  is 
already  showing  up  in  books  and 
in  other  venues. 

Country  Bound.  Shifts  in  lifestyle 
preferences  are  also  feeding  the 
SOHO  movement.  Individuals  and 
families  arc  leaving  central  cities, 
large  urbanized  areas  and  even  subur- 
bia for  the  countrv-.  Some  leave  to 
escape  congestion,  long  commutes, 
air  and  water  pollution.  Many  leave 
to  escape  bad  schools,  violence,  polit- 
ical gridlock.  Others  move  because 
they  want  more  control  over  their 
lives,  which  they  believe  they  will  gain 
in  a  smaller  scale  community.  And 
some  leave  simply  for  more  elbow 
room. 

This  shift  to  the  countrv'  has  tieen 
celebrated  in  several  books  by  Tom 
and  Marilyn  Ross  and  documented 
in  several  technical  studies  -  most 
recendy  by  demographers  at  the  U.S. 
Department  of  Agriculture  and 
Loyala  University  who  measured 
demographic  change  since  the  1990 
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Senfice  workers  who  use  their  brains  are 
replacing  industrial  workers  who  use  their  hands. 
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census.  The  study  found  that  from 
April  1990  through  July  1991: 

•  More  than  67%  of  non-metropoli- 
tan counties  gained  population. 

•  At  least  43%  of  this  growth  was 
due  to  in-migration. 

•  The  highest  gains  occurred  in 
urban  spillover  counties  and 
"edge  cities"  adjacent  to  metro- 
politan areas,  in  tourism  and 
recreation  counties  and  in  coastal 
retirement  counties. 

We  call  these  people  "Country 
Hawks."  Country  Hawks  arc  like 
Lone  Eagles  in  many  ways.  Most 
important,  they  sink  their  roots  into 
their  community  of  choice.  Unlike 
Lone  Eagles,  however,  they  know 
where  they  want  to  relocate  but  not 
what  they  want  to  do  for  a  living.  The 
highest  priority  of  the  Country  Hawk 
is  to  decide  what  to  do  to  make  a  bv- 
ing  in  the  place  they  want  to  live. 
Many  will  start  a  small  business  - 
often  a  back-office  operation,  a  retail 
operation  or  a  tourism-related  busi- 
ness. Many  work  out  of  their  home. 

Lone  Beavers.  Lone  Beavers  come 
from  the  legions  of  men  and  women 
of  all  ages  who  have  been  among  the 
best  and  most  dependable  and  reli- 
able of  workers  -  but  who  are  now 
being  burned  out,  dumped  out,  let 
out  or  closed  out  of  jobs  in  today's 
economy. 

Lone  Beavers  are  not  your  tradi- 


tional entrepreneurs.  They  are  not 
risk  takers  and  high  flyers.  They're 
not  hungering  to  start  and  grow  a  big 
business  with  many  employees  and 
locations  (although  about  a  fifth  of 
them  ultimately  will  expand  into 
small  businesses).  Instead,  they  are 
hard,  eager  workers  who  arc  motivat- 
ed and  determined  to  strike  out  on 
their  own  and  create  a  job  for  them- 
selves so  they  can  provide  a  better 
lifestyle  for  themselves  and  their  fam- 
ilies. Most  Lone  Beavers  work  on 
their  own  or  with  their  spouses.  They 
usually  start  out  working  from  home, 
but  as  many  as  half  of  them  aspire 

Computer-based 
force  in  the  New 


40% 


eventually  to  move  their  work  out  of 
their  home. 

Lone  Beavers  arc  about  equally 
men  and  women  and  more  than  40% 
have  children.  Being  able  to  more 
easily  juggle  family  and  work  while 
continuing  to  bring  in  a  good  income 
is  one  motivator  for  those  with  fami- 
lies to  create  a  job  for  themselves 
working  from  home. 

The  SOHO  movement  has  many 
drivers.  Among  the  most  important 
are  technology,  career  shifting,  and 
outsourcing. 

Technology.  The  convergence  of 
computers,  software,  television  and 
telecommunications  -  creating  what 
some  call  the  telecomputer  -  is  the 
most  important  revolution  of  our 
time.  The  telecomputer  and  the 
information  highway  being  construct- 
ed around  it  are  having  a  major 
impaa  in  every  walk  of  life  -  on  how 
we  live,  work,  play,  learn  and  move 
around. 

There  are  two  important  elements 
to  the  revolution.  One  is  advanced 
telecommunications  technology  - 
including  faxes,  modems,  digital  and 
broadband  networks  with  the  ability 
to  carry  voice,  video  and  data  simulta- 
neously (what  some  call  multimedia). 
The  other  is  new  computers  with 
expanding  power,  dccrc.ising  size, 
reduced  cost  and  increasmg  mobility 

Home  Work  is  a  driving 
Economy. 
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and  ubiquity.  Result:  It  is  now  possi- 
ble for  luiowledge  workers  to  live  or 
work  anywhere  and  still  remain  con- 
nected to  colleagues  and  to  the  mar- 
kets they  serve  -  anyw'here,  anytime. 
This  was  not  possible  in  1985.  It  is 
today  in  the  U.S.  -  and  will  soon  be 
possible  in  most  places  in  the  indus- 
trialized world. 


The  telecomputer  and  its  ability  to 
connect  people  and  companies  to  the 
outside  world  greatly  expand  choices, 
convenience  and  control  for  people 
and  firms.  Companies  that  want  to 
establish  branch  operations  to  get 
closer  to  markets  or  to  sources  of 
technology  are  finding  it  easier  and 
cheaper  to  do.  Managers  who  want  to 


establish  systems  of  distributed  work 
to  take  ftiU  advantage  of  the  best  tal- 
ent available,  no  matter  where  it  may 
be,  can  now  do  so.  Workers  who  want 
more  flexibility  in  their  life5t\'le  -  who 
want  both  a  rewarding  career  and  to 
spend  more  time  with  their  families  - 
arc  finding  that  this  is  no  longer  an 
either/or  choice. 


Other  Birds  in  the  Flock 


An  increasing  number  of  people  are  moving  to  small  town 
America  and  especially  those  located  in  the  nation's  "mild 
and  wild"  regions.  Not  all  are  Lone  Eagles.  Other  birds  in 
the  flock  include  the  following: 

Golden  Eagles  are  upscale  Lone  Eagles  and  have  been 
around  for  a  long  time.  Golden  Eagles  span  the  adult  age 
brackets  -  some  old,  some  young  and  many  in  between. 
Some  are  trust-funders,  who  are  trying  to  figure  out  what 
they  are  going  to  do  with  the  rest  of  their  lives.  Others 
made  it  on  their  own  and  simply  want  to  "smell  the  roses" 
-  or  otherwise  change  the  way  they  are  living.  Whatever 
their  source  of  wealth,  Golden  Eagles  typically  have  net 
worths  exceeding  $1.0  million  and  are  focused  as  much 
on  easy  living  as  on  hard  working. 

Golden  Eagles  tend  to  flock.  Favored  nesting  grounds 
Include  places  like  Palm  Springs,  California;  Aspen  and 
Telluride,  Colorado;  Bend,  Oregon;  and  )ackson  Hole, 
Wyoming.  Outside  the  West,  Golden  Eagles  flock  to  places 
like  Hilton  Head,  South  Carolina;  Sanibel  and  other  barrier 
islands  on  Florida's  West  coast;  the  Chesapeake  Bay  and 
Puget  Sound. 

Bald  Eagles  are  migrant  retirees.  They  seek  a  nice  and  safe 
place  to  live,  a  place  where  they  can  sink  roots  and  get 
more  for  their  money  than  in  the  Big  City. 

Pre-boomer  Bald  Eagles  flocked  to  Florida  and  Arizona. 
Today's  Bald  Eagles  seek  a  well-rounded  town  with  a  nor- 
mal distribution  of  age  groups,  places  like  Brush, 
Colorado,  which  has  excellent  elder  care  facilities;  Deming, 
New  Mexico,  where  40%  of  the  people  are  youngsters  in 
school;  and  St  George,  Utah,  where  there  is  a  diverse 
community  measured  by  culture,  class  and  income. 

Bald  Eagles  bring  a  lot  of  new  wealth  to  a  community  - 
including  Social  Security,  pensions  and  other  tranfer  pay- 
ments. Researchers  at  the  University  of  Arkansas  estimate 
the  economic  impaa  of  a  Bald  Eagle  to  be  equal  to  nearly 
four  new  factory  jobs. 

Humming  Birds  are  city  slickers  -  urban  businessmen  and 
women,  captains-of-industry  turned  dude  ranchers,  and 
upscale  tourists  coming  West  for  that  unique  outdoor 
experience:  riding  horses,  running  cattle,  catching  trout 
skiing,  mountain  biking,  trekking. 


Humming  Birds  seldom  become  Lone  Eagles.  And,  unlike 
Lone  Eagles,  who  sink  their  roots  into  a  community  and 
contribute  to  the  fabric  of  community  life.  Humming 
Birds  often  cause  a  lot  of  problems  for  local  folks.  They 
take  acreage  out  of  livestock  or  grain  production  and  run 
ranchers  and  farmers  off  the  land,  thereby  reducing  the 
influence  of  mral  interests  in  state  govemment.  Some 
counties  around  the  Yellowstone  National  Park  have  lost  as 
much  as  25%  of  their  farmland  to  development.  In  a  state 
like  Montana,  where  people  (800,000)  are  outnumbered 
by  cattle  (1 .3  million),  this  is  a  serious  issue. 

Humming  Birds  create  problems  for  hometown  folks  in 
other  ways.  Developers  build  ranchettes  for  Humming 
Birds  that  drive  up  the  cost  of  land.  As  land  values  go  up, 
many  locals  sell  out  -  either  by  the  lure  of  cashing  in  big 
profits  or  by  the  pressure  of  steep  increases  in  property 
taxes.  Crass  mots  civic  leaders  charge  that  Humming 
Birds  attract  more  people  to  pristine  areas  and  build 
fences  and  roads  that  make  it  harder  for  wildlife  to  co-exist 
with  people.  Humming  Birds  tend  to  be  viewed  as  trou- 
blesome interiopers. 

Homing  Pigeons  are  people  who  thought  they  wanted  to 
be  Lone  Eagles,  but  found  they  miss  the  hustle  and  bustle 
of  urban  life  and  the  "high  touch"  that  comes  from  going 
to  the  office  each  day.  The  Homing  Pigeon  sticks  around 
for  a  couple  of  years  and  then  heads  back  to  the  big  city. 

Country  Hawks  differ  from  Lone  Eagles  chiefly  in  motiva- 
tion. Lone  Eagles  move  to  a  small  town  or  rural  area  to 
continue  their  work  in  a  different  setting.  The  Country 
Hawk  is  motivated  primarily  by  a  desire  to  live  in  the 
country.  The  primary  challenge  for  Country  Hawks  is  to 
find  a  way  to  make  a  living  in  the  place  they  want  to  nest. 

Many  Country  Hawks  are  eariy  retirees  who  will  soon 
become  Bald  Eagles.  Most  will  start  small  businesses  -  typi- 
cally a  back-office  operation,  a  home  business,  a  retail 
business  or  a  tourism-related  service.  Country  Hawks  typi- 
cally are  searching  for  a  new  life  and,  in  the  eariy  stages, 
are  often  adrift.  They  know  v4iere  they  want  to  be,  but 
not  what  they  want  to  do.  Lone  Eagles,  by  contrast, 
already  know  what  their  business  is  and  where  their  mar- 
kets are. 

by  Philip  M.  Burgess  and  Colleen  Boggs  Murphy 
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GOVERNMENT  WAGES  WAR 
ON  THE  SOHO  MOVEMENT 

by  Paul  &  Sarah  Edwards 


Nothing  can  turn  a  dream  into  a  nigiitmare  faster  tiian  a 
vengeful  neighbor  and  an  officious  bureaucrat. 

A  couple  in  rural  Frederick  County,  Maryland,  Thomas  and 
Georgia  Patrick,  thought  that  after  years  of  hard  work,  their 
dreams  were  coming  true. 

The  Patricks  both  had  careers.  For  years  -  especially  after 
they  had  purchased  their  farm  in  the  rolling  hills  of  western 
Maryland  in  1986,  -  they  commuted  up  to  four  hours  a  day. 

Thomas  turned  the  29-acre  farm  into  an  experimental 
wildlife  habitat.  He  formed  the  WindStar  Wildlife  Institute,  a 
conservadon  and  agricultural  organization.  Georgia  ran  a 
research  and  marketing  consulting  firm  from  offices  in 
Rockvillc. 

In  1987,  with  coimty  approval,  the  couple  began  building  a 
bam  on  their  property.  It  was  constructed  as  a  shop,  machine 
shed  and  livestock  bam  complete  with  fiill  bath,  electricity, 
phone,  desk  and  computer. 

In  the  Spring  of  1993,  the  Patricks  finished  out  the  bam. 
Georgia  dosed  her  office  in  Rockville  and  set  up  an  office  in 
the  bam  next  to  her  husband's  business. 

Their  lifelong  dream  became  a  nightmare  on  June  30, 1993, 
when  two  count\'  planning  technicians  visited  the  farm  and 
said  neighbors  had  made  reports  of  business  activity  at  the 
property,  in  violation  of  local  zoning  ordinances-  The  Patricks 
were  ordered  to  remove  their  businesses  from  the  property 
immediately. 

What  is  happening  to  the  Patricks  is  not  an  isolated  prob- 


Soliman  Decision  Slams 
Home-Based  Businesses 

A  htde  publicized  decision  of  the  Supreme  Court 
in  January,  1993,  delivered  a  body  blow  to 
Americans  who  do  a  significant  amount  of  work  at 
home.  If  this  decision  is  not  reversed  by  an  act  of 
Congress,  America's  transition  from  the  Industrial 
Age  to  the  Information  Age  will  be  take  longer  and 
be  more  difficult. 

The  decision  came  in  the  case  of  Commissioner  of 
Internal  Revenue  v.  Soliman  (No.  91-998).  The 
Court  voted  8-1  against  the  respondent,  Dr.  Nader 
E.  Soliman.  The  majority  opinion  was  written  by 
Justice  Anthony  Kennedy.  Justice  Harry  Stevens  dis- 
sented. 

Background.  During  the  1983  tax  year.  Dr. 
Soliman,  an  anethesiologist  in  McLean,  Virginia, 

continues  on  page  10... 


lem.  There  are  more  than  12  million  Americans  who  derive 
their  primary  income  from  home-based  businesses.  But  nine 
out  of  ten  localities  restria  using  residences  for  offices  or  busi- 
nesses in  some  way. 

Zoning  originated  in  Roman  times,  but  is  chiefly  an 
Industrial  Age  phenomenon.  And  it  is  a  fimdamentally  sound 
concept.  Nobody  wants  someone  to  build  a  steel  mill  or  a 
slaughterhouse  or  a  sewage  plant  next  to  their  home  or  their 
childrens'  school.  The  Industrial  Age  was  marked  by  a  growing 
distinction  between  work  and  home. 

That  distinction  is  bliuring  in  the  Information  Age.  Half  of 
America's  workers  -  and  the  fastest  growing  portion  of  our 
work  force  -  are  knowledge  workers.  Somebody  typing  away 
on  a  personal  computer  in  a  bedroom  that's  been  converted  to 
a  home  office  doesn't  change  the  character  of  a  neighborhood 
the  way  an  assembly  plant  or  a  retail  store  docs. 

But  zoning  ordinances  have  not  kept  pace  with  the  dramati- 
cally changing  nature  of  work.  Archaic  laws  treat  non-pollut- 
ing, unobtrusive  businesses  like  the  Patricks'  are  treated  as  if 
they  were  faaories  or  Wal-Marts. 

Some  restrictions  dearly  arc  reasonable.  If  clients  were  visit- 
ing her  at  home,  it  could  increase  traffic  on  otherwise  quiet 
residential  streets.  If  he  had  posted  signs  advertising  his  busi- 
ness, it  could  change  the  character  of  the  neighborhood. 

But  zoning  ordinances  are  littered  with  provisions  which  are 
uiherently  unreasonable.  We  estimate  10%  of  localities  effec- 
tively prohibit  people  from  woriting  from  their  homes.  In 
Chicago,  the  aty  simply  forbids  work  involving  machines  pow- 
ered by  elcctridty.  When  electridty  was  used  chiefly  to  power 
lathes,  this  made  some  sense.  But  it  makes  no  sense  when  it  is 
applied  to  computers,  which  make  less  noise  than  their  neigh- 
bors' television  or  the  childrens'  Nintendo. 

Other  localities  unduly  regulate  home-based  businesses  with 
invasive  inspections,  charge  fees  beyond  normal  business 
licences  or  stingily  limit  the  percentage  of  floor  space  that  may 
be  used  for  a  home  office. 

Iruiocent  activities  can  bring  powerfiil  penalties.  Mr.  and 
Mrs.  Patrick  face  criminal  charges  which  could  lead  to  fines  of 
nearly  $800,000  and  jail  terms  of  up  to  seven  years. 

Reform  of  zoning  ordinances  is  long  overdue.  Frederick 
County  could  have  benefited  from  the  approach  of  nearby 
Montgomery  County,  Maryland,  which  has  adopted  a  model 
ordinance,  one  which  protects  the  charaaer  of  neighborhoods 
without  unfairly  constricting  home  based  businesses. 

If  counties  won't  provide  fair  treatment  for  home-based 
businesses,  then  the  states  must.  Vermont  has  passed  a  law 
(described  elsewhere  in  this  report)  that  could  serve  as  a  model  2 
for  other  states.  z 

If  the  only  enemies  home-based  businesses  faced  were  archa-  g 
ic  zoning  ordinances  and  offidous  county  bureaucrats,  they  m 
would  have  trouble  enough.  But  home-based  businesses  fece  a  "5 
far  more  dangerous  foe  -  the  Internal  Revenue  Service.  g 

The  IRS  is  wagmg  a  campaign  to  slash  the  number  of  self-  ^ 
employed  Americans  and  punish  the  companies  that  pay  them     2 
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for  their  work.  The  IRS  is  enforcing  with  a  vengeance  legal  stan- 
dards that  even  the  Treasury  Department  acknowledges  are 
vague  and  unpredictable. 

Micro  businesses  -  including  the  self-employed  and  businesses 
with  fewer  than  20  employees  -  arc  the  fastest  growing  segment 
of  America's  economy  while  Formnc  500  companies  have 
douTisized  the  equivalent  of  the  population  of  Alabama  since 
1980.  Result:  Rising  entrepreneurship  is  the  best  hope  for 
absorbmg  those  displaced  by  corporate  downsizmg  and  other 
consequences  of  re-engineenng,  and  many  of  Amenca's  micro 
businesses  are  giving  the  US  a  compeonve  advantage  in  increas- 
ingly cut-throat  global  economic  compconon. 

But  the  IRS  doesn't  like  the  self  employed,  because  they  make 
the  agenc>'  do  more  work.  Under  current  law,  employers  must 
withhold  pavToll  taxes  for  their  employees  and  pay  hall"  of  the 
employee's  Social  Sccunl\'  taxes  and  all  of  the  uncmplo>'ment 
compensation  tax.  If  an  individual  is  an  independent  contractor, 
the  business  need  only  file  a  form  1099  reporting  how  much  it 
paid  that  person.  The  contraaor  pays  his  or  her  taxes  dirccdy  to 
the  IRS.  But  the  IRS  doesn't  trust  the  self  employed  to  pay  all 
they  owe. 

In  1988,  the  IRS  bunched  a  new  campaign  targeting  busi- 
nesses with  less  than  S3  million  in  assets  -  in  most  cases,  busi- 
nesses which  cannot  afford  a  lengthy  court  fight  even  if  the\'  are 
in  the  right. 

The  thrust  of  the  IRS  campaign  is  to  force  these  businesses  to 
reclassify  independent  contraaors  as  employees.  The  IRS  is  now 
converting  almost  2,000  independent  contractors  into  employ- 
ees each  week. 

The  IRS  estimates  there  arc  3.4  million  Americans  working  as 
independent  contractors  who  by  their  lights  should  be  reclas- 
sified as  employees.  The  Small  Business  Administration  estimates 
there  are  roughly  5  million  independent  contractors  nationwide. 
If  the  IRS  gets  its  way,  roughly  two-thirds  of  the  independent 
contractors  in  the  US  could  be  forced  to  abandon  their  busi- 
nesses. 

The  IRS's  arbitrary  standards  and  heavy  handed  enforcement 
of  them  has  generated  many  lawsuits,  of  which  the  IRS  has  lost 
several.  But  the  IRS  generally  has  refiiscd  to  abide  by  the  ml 
ings.  Reason:  Until  a  decision  is  affirmed  by  the  Supreme  Court, 
the  IRS  need  not  obey  it  in  districts  outside  of  the  jurisdiction 
of  the  lower  court  that  made  the  ruling. 

As  the  Soliman  decision  (described  elsewhere  in  this  report) 
makes  plam,  Americans  desperately  need  protection  fr'om  the 
arbitrary  and  predatory  practices  of  the  Internal  Revenue 
Service.  All  Americans  should  pay  their  fair  share  of  taxes.  But 
Americans  should  not  be  forced  to  abandon  their  dream  of  a 
business  of  their  own  simply  because  the  IRS  finds  it  more  con 
verucnt  to  take  its  pound  of  flesh  through  payroll  tax  withhold 
ing. 

Elsewhere  in  this  report  we  have  outlined  principles  for  com  - 
prchensivc  federal  legislation  to  protea  the  rights  of  home- 
based  businesses  and  the  self-employed. 

The  primary  reason  for  refonn  is  simple  justice.  Those  who 
work  at  home  should  not  have  to  pay  more  tax  or  face  more 
burdensome  regulation  than  taxpayers  who  don't  work  at  home. 

But  reform  also  would  be  good  for  the  economy,  and  good 
for  the  federal  treasur>'.  Home-based  businesses  create  an  csti 
mated  8,000  new  jobs  and  entrepreneurial  posinons  each  day. 
Many  if  not  most  of  these  jobs  wouldn't  exist  -  and  the  taxes 
the)'  generate  wouldn't  be  paid  -  if  the  IRS  succeeds  in  its 
assault  on  the  homeworker. 


Bills  to  Restore  Home 

Office  Tax  Deduction 

Introduced 

Some  in  Congress  arc  nio\'ing  to  restore  the  tax 
deduction  that  home-based  workers  lost  in  1993  when 
the  Supreme  Court  refused  a  home  office  deduction  in 
Cemmissiener  of  Internal  Revenue  v.  Soliman. 

Rep.  Peter  Hoagland  (D-Neb),  a  member  of  the 
powerful  House  Ways  &  Means  Committee,  has  intro- 
duced H.R.  3407.  Backed  by  an  impressive  list  of 
cosponsors  from  both  parties,  this  bill  would  permit 
deductions  for  home  offices  if  they  are  necessary 
"because  the  taxpayer  has  no  other  location  for  the 
performance  of  the  administrative  or  management 
activities  of  the  business."  Sen.  Orrin  Hatch  (R-Utah) 
has  introduced  a  companion  bill,  S.B.  1924,  in  the 
Senate. 

In  Soliman,  the  Supreme  Court  backed  the  IRS 
posidon  that  a  home-based  worker  could  deduct 
expenses  for  a  home  office  only  if  the  principal  part  of 
his  or  her  business  was  conducted  in  the  home  office. 
Whether  or  not  the  taxpayer  had  any  other  place  to 
conduct  the  necessary  administrative  work  of  his  or  her 
business  was  irrcle\'ant  under  the  law,  the  Court  said. 

Without  HoagUnd's  bill,  people  who  perform  their 
jobs  away  from  their  home  offices  -  such  as  veterinari- 
ans, anesthesiologists,  computer  consultants,  salesmen, 
photographers,  carpenters  and  so  forth  -  would  find  it 
difficult,  if  not  impossible,  to  deduct  the  expenses  of  a 
home  office  used  for  administrative  or  management 
purposes. 

Meanwhile,  Rep.  Sam  Coppersmith  (D-Ariz)  has 
introduced  a  broader  measure  to  permit  people  who 
work  from  home  to  write  off  the  costs  of  office  equip- 
ment. 

The  Coppersmith  bill,  like  H.R.  3407,  would 
define  a  home  office  as  a  taxpayer's  "principal  place  of 
business"  if  the  home  office  is  "the  location  where  the 
taxpayer's  essential  administratrix,  management  or 
telecommuting  activities  are  conducted  on  a  regular 
and  systematic  basis." 

The  Coppersmith  measure  goes  further  by  permit- 
ting deductions  for  computer  equipment  for  employ- 
ees who  tclecommute  if  they  make  substantial  use  of 
computers,  peripherals  and  telecommunications  equip- 
ment in  order  to  do  their  jobs. 

"This  legislation  helps  small  business,"  Coppersmith 
said.  "If  a  small  startup  company  wanted  to  give  its 
employees  computers,  but  couldn't  afford  to,  employ- 
ees could  make  the  purchase  and  write  it  off." 

The  Hoa^and  and  Coppersraith  bills  arc  badly 
needed  measures  -  though  both  face  rough  sledding  in 
Congress.  Even  if  passed,  they  would  simply  restore  a 
status  quo  ante  that  still  discriminates  against  home 
workers.  Badly  needed  is  a  federal  Home  Business 
Equity  and  Economic  Development  Act,  which  would 
address  all  the  un&ir  regulatory,  tax  and  paperwork 
biurdens  imposed  on  those  who  work  fixim  home. 
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Key  Elements  of  u  federal 

Home  Business  Equity  and  Economic 
Development  Act 


1 .  Restore  the  Tax  Court  Definition  of  Principal 
Place  of  Business 

The  home  office  income  tax  deduction  available  to  home- 
workers  prior  to  the  Soliman  decision  enabled  a  home 
office  to  qualify  as  the  principal  place  of  business  if  (I)  the 
office  is  essential  to  the  taxpayer's  business;  (2)  the  tax- 
payer spends  a  substandal  amount  of  time  there;  and  (3) 
no  other  location  is  available  for  perfonnance  of  the  busi- 
ness office  functions.  This  test  should  be  restored  by  an 
act  of  Congress 

2.  Make  Health  Insurance  Available  to  the  Self- 
Employed 

Self-employed  individuals  should  be  permitted  to  deduct 
health  insurance  costs  as  a  business  expense,  just  as  corpo- 
rations can. 

The  self  employed  -  and  individuals  who  work  for  very 
small  firms  who  do  not  provide  their  employees  with 
health  insurance  -  must  cither  buy  indi\'idual  policies  with 
premiums  three  or  four  times  higher  than  what  is  paid  by 
the  typical  worker  covered  by  a  group  health  plan,  or  do 
without.  Any  reform  of  America's  health  care  system 
should  eliminate  this  inequity. 

This  reform  can  be  achieved  in  a  variety  of  ways. 

One  way  is  to  transfer  the  tax  deduction  for  health  insur- 
ance fi-om  employers  to  individuals,  through  the  establish- 
ment of  Medical  Care  Savings  Accounts.  If  the  tax  deduc 
□on  were  transferred  from  businesses  to  individuals, 
everyone  -  whether  he  or  she  worked  for  a  large  corpora- 
tion, a  small  business,  or  was  scif-employed  ~  would  be 
treated  the  same,  and  fewer  people  would  be  without 
health  insurance  coverage  while  they  were  between  jobs. 

Another  is  for  state  governments  to  establish  insurance 
pools  through  which  the  self  employed  and  those  who 
work  for  employers  who  do  not  provide  health  insurance 
could  buy  insurance  policies  at  group  rates. 

Whatever  reforms  are  adopted,  the  growing  ranks  of  the 
self  employed  and  those  who  work  for  small  businesses 
should  not  to  have  to  pay  more  for  health  insurance  than 
the  do  the  shrinking  ranks  of  those  who  work  for  large 
corporations. 

3.  Allow  People  to  Receive  Unemployment  and/or 
Welfare  Benefits  While  They  Launch  Home -Based 
Businesses. 

Pilot  projects  in  Washington  State  and  in  Massachussetts 
have  allowed  people  to  use  unemployment  funds  to  capi- 
talize micro  businesses  -  including  self-employment. 


Programs  m  38  states  permit  welfare  mothers  to  use  their 
benefits  to  start  their  owti  businesses.  Results  to  date  indi- 
cate these  programs  help  people  make  the  transition  from 
welfare  to  work.  Some  micro  enterprise  programs  have 
reported  a  99%  success  rate. 

4.  Provide  Seed  Capital  for  Home-Based  and  Very 
Small  Businesses 

The  microloan  program  of  the  Small  Business 
Administration  provides  loans  m  amounts  ranging  ft-om 
$200  to  515,0000  for  beginning  very  small  busmesses. 
The  program  currendy  is  available  in  44  states,  and  was 
ftmded  in  FY  1993  at  a  level  of  S105  million.  The  pro- 
gram should  be  extended  nationwide. 

5.  Eliminate  Discriminatory  Tax  Burdens 

The  tax  code  and  IRS  regulations  are  littered  with  provi- 
sions which  require  the  self-employed  to  pay  more  than 
persons  with  the  same  or  higher  incomes  who  work  for 
others.  These  unfair  burdens  should  be  eliminated. 

An  example  is  elimination  of  the  safe  harbor  rule  in 
Section  1 706  of  the  tax  code  for  many  self-employed 
Americans.  The  safe  harbor  rule  relieved  companies  of  the 
burden  of  penalties  for  back  taxes  for  independent  con- 
tractors relassificd  by  the  IRS  as  employees.  Because  of 
the  elimination  of  this  rule,  consultants  who  use  third 
parties  to  market  their  services  get  the  worst  of  both 
worlds  -  no  fringe  benefits  as  employees,  and  no  business 
deductions  as  self-employed.  This  also  hurts  consultants 
who  do  their  own  marketing,  because  many  companies 
are  reluctant  to  contraa  directly  with  them.  This  has 
forced  some  consultants  into  third  party  relationships. 

6.  Make  Disability  Insurance  Tax  Deductible 

Some  48%  of  Americans  in  executive  positions  have  suf- 
fered disabilities  lasting  more  than  90  days.  Disability 
insurance  is  tax  deductible  if  it  is  a  ftingc  benefit  paid  by 
an  employer.  But  the  self-employed  have  no  such  tax 
deduction.  This  is  unfair,  and  is  unsound  public  policy. 

7.  Expand  Options  for  Financing  Retirement 

Most  corporate  employees  have  a  pension  plan  from  their 
employer  to  provide  them  with  a  decent  retirement 
income  to  supplement  Social  Security.  The  self-employed 
pay  twice  as  much  in  Social  Security  tax  as  do  corporate 
employees  (they  pay  both  the  employer  and  employee 
contributions),  but  are  on  their  own  when  it  comes  to 
retirement.  The  self-employed  should  be  permitted  to  use 
the  employer  contribution  portion  of  what  they  pay  for 
Social  Sccurit)'  to  ftmd  an  IRA,  a  SEP,  a  Keogh  Plan,  or 
other  private  retirement  plan. 
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spent  30-35  hours  a  week  administering  anesthesia  and 
post-operative  care  in  three  hospitals,  none  of  which  pro- 
vided him  with  an  office.  Soliman  spent  2-3  hours  per 
day  in  a  room  in  his  home,  which  he  used  exclusively  as 
an  office.  Soliman  did  not  meet  patients  there,  but  he  did 
his  paperwork,  studied  patients'  charts  and  performed  a 
variety'  of  other  tasks  related  to  his  medical  practice  in  his 
home  office. 

Soliman  deducted  from  his  federal  income  tax  that  por- 
tion of  his  household  expenses  attributable  to  his  home 
office,  but  the  deduction  was  disallowed  by  the  IRS, 
which  determined  the  office  was  not  SoUman's  "principal 
place  of  business"  as  defined  by  section  26  U.S.C. 
280A{c)(l)(A).  The  Tax  Court  disagreed  and  allowed  the 
deduction.  The  U.S.  Coun  of  Appeals  affirmed  the  Tax 
Court's  ruling,  adopting  the  test  used  in  the  Tax  Court, 
under  which  a  home  office  may  qualify'  as  the  "principal 
place  of  business"  if  (1)  the  office  is  essential  to  the  tax- 
payer's business;  (2)  the  taxpayer  spends  a  substantial 
amount  of  time  there,  and  (3)  there  is  no  other  location 
available  for  performance  of  the  business'  office  functions. 


VERMONT'S  MODEL  ZONING  LAW 

Archaic  zoning  codes,  originally  designed  to  keep 
factories  and  slaughterhouses  out  of  residential 
neighborhoods,  now  force  tens  of  thousands  of 
honne-based  businesses  to  operate  under  the  shadow 
of  the  prospect  that  a  complaint  from  a  tempera- 
mental neighbor  could  bring  their  home  business  to 
a  halt. 

Zoning  is  primarily  a  local  matter —  and  properly  so. 
But  state  govemments  have  the  power  to  override 
unreasonable  local  zoning  provisions,  and  should  do 
so  when  home-based  businesses  are  being  unfairly 
discriminated  against    Vermont  has  adopted  a 
statute  which  could  be  a  model  for  every  state.   The 
Vermont  statute  provides: 

Protection  of  home  occupations.   No  regulation  may 
infringe  upon  the  right  of  any  resident  to  use  a 
minor  portion  of  a  dwelling  for  anoccupation 
which  is  customary  in  residential  areas  and  which 
does  not  change  the  character  thereof.   24  V.S.A. 
4406(3)  Enacted  in  1 967. 

Oregon  has  adopted  a  similar  statute.   Each  state 
legislature  which  wants  to  foster  home-based  entre- 
preneurship  should  consider  passing  similar  laws. 
Even  more  aggressive  support  for  home-based  busi- 
ness would  delete  the  phrase  "which  is  customary" 
and  thereby  establish  the  need  to  "preserve  the 
character  of  a  residential  area"  as  the  primaiy  test  for 
permitting  home-based  businesses. 


Ruling.  The  Supreme  Court  overturned  the  ruling  of 
the  lower  courts  and  found  against  Soliman  chiefly  on  the 
grounds  that  the  fact  that  Soliman  was  doing  legitimate 
work  related  to  his  practice  in  his  home  office  was  insuffi- 
cient to  meet  the  statutory  definition  of  "principal  place  of 
business."  Rather,  because  Soliman  performed  his  work  as 
an  anesthesiologist  in  three  different  hospitals,  those  were 
his  principal  places  of  business.  The  fact  that  Soliman  had 
no  other  office  in  which  to  perform  the  neccssan'  adminis- 
trative work  related  to  his  pracuce  is  irrelevant,  the  Coun 
said. 

Reasoning.  The  majont>'  outlined  a  two-part  test  for 
determining  whether  a  home  office  meets  the  statutory 
requirement  for  a  "principal  place  of  business"  for  purpos- 
es of  claiming  a  tax  deduction:  "the  relative  importance  of 
the  acuvities  performed  at  each  business  location  and  the 
time  spent  at  each  place." 

"We  can  assume  that  careful  planning  and  study  were 
required  in  advance  of  performing  the  treatment,  and  all 
acknowledge  that  tliis  was  done  in  the  home  office," 
Justice  Kennedy  said.  "But  the  actual  treatment  was  the 
most  significant  event  m  the  professional  transaction.  The 
home  office  activities,  from  an  objective  standpoint,  must 
be  regarded  as  less  important  to  the  business  of  the  tax- 
payer than  the  tasks  he  performed  at  the  hospital." 

Moreover,  Kennedy  noted,  Soliman  spent  30-35  hours 
each  week  at  the  three  hospitals  where  he  practiced  and 
only  10-15  hours  each  week  working  in  his  home  office, 
so  he  failed  both  elements  of  the  Court's  new  test. 

Justices  Clarence  Thomas  and  Antonin  Scalia  con- 
curred in  the  result,  but  said  the  rwo-part  test  the  majori- 
ty was  imposing  would  cause  more  problems  than  it 
would  solve. 

In  his  concurring  opinion,  Justice  Blackmun  said  the 
Court  had  ruled  properly  on  the  statute,  but  the  law 
stunk:  "This  result  is  compelled  by  the  language  of  the 
statute,"  Jusuce  Blackmun  said.  "Congress  must  change 
the  statute's  words  if  a  different  result  in  desired  as  a  mat- 
ter of  tax  policy-." 

Home  business  authority  Paul  Edwards  noted  that  if 
the  reasoning  the  Court  adopted  in  Soliman  were  applied 
to  non-home  based  businesses  as  well,  "airlines,  taxi  com- 
panies, contractors  and  thousands  of  other  businesses 
would  lose  their  tax  deductions." 

In  rendering  its  verdict  on  Soliman,  the  Court  was  fol- 
lowmg  Mr.  Justice  Holmes'  famous  admoniuon  to  Judge 
Learned  Hand  that  the  job  of  the  Supreme  Court  is  not 
to  do  justice,  but  to  apply  the  law.  As  Justice  Blackmun 
emphasized,  it  is  up  to  Congress  to  do  justice  in  this  case, 
by  amending  the  tax  code  to  prevent  unfair  discnmmation 
against  home-based  businesses.  But  this  will  occur  only  if 
the  millions  of  Americans  adversely  affected  by  the  ruling 
urge  their  elected  representatives  to  put  an  end  to  the 
injustice. 

by  Philip  M.  Burgess  &  Mike  Kelly 
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Career  Shifting.  Corporate 
downsizing,  deiayering  and  other 
forms  of  re-engineering  are  creating  a 
large  pool  of  dislocated  knowledge 
workers.  These  knowledge  workers 
are  a  major  source  of  new  recruits  to 
the  SOHO  movement,  a  process  that 
is  outlined  by  Bill  Charland  in  his 
trailblazing  book  Career  Shifting. 

During  the  last  recession,  for 
example,  more  than  40%  of  those 
who  received  the  pink  slip  were  cor- 
porate staff  or  middle  management. 
Fewer  than  10%  were  operating  level 
persormel.  In  some  companies  as 
many  as  one-third  of  those  cut  from 
the  payrolls  were  hired  back  as  con- 
sultants on  personal  services  contracts 
to  provide  the  same  services  they  pre- 
viously provided  as  ftill-time  employ- 
ees. Other  sources  feeding  the 
SOHO  movement  are  dislocated 
workers  in  metropolitan  areas, 
Generation-X  college  students, 
plateaued  mid-career  professionals 
and  "imretiring"  retirees. 

Other  SOHO  forces.  The  SOHO 
movement  is  also  being  ftieled  by 
new  corporate  management  practices 
-  and  especially  the  increase  in  out- 
sourcing. Outsourcing  increases  the 
market  for  home  workers  and 
decreases  overhead  and  operating 
costs  for  companies  of  all  sizes.  That's 
the  entire  point  of  the  current  adver- 
tising campaign  of  Kinko's  printing 
services,  "Your  Branch  Office." 
Mailboxes  Etc.  and  Staples  are  also 
working  this  market.  But  it  is  not  just 
printing  services.  It  is  also  high  value 
added  services,  such  as  computer- 
aided  design  (CAD/CAM),  analyti- 
cal and  other  high-end  services. 

Another  contributor  is  what  Bill 
Charland  calls  reorganized  labor. 
Labor  unions  have  lost  many  mem- 
bers in  recent  years  -  from  35%  of  the 
labor  force  in  1960  to  12%  today  . 
Result:  Today  more  people  own  their 
own  business  than  hold  imjon  cards. 
There  is  still  a  remarkable  amount  of 
organization  among  American  work- 
ers. It's  the  reorganization  of  entre- 
preneurs in  small-business  incuba- 
tors, fi*anchising  organizations,  tem- 
porary employment  services  and  pro- 
fessional associations. 


The  SOHO  movement  also 
reflects  the  expansion  of  the  contin- 
gent workforce.  The  contingent  work 
force,  loosely  defined,  includes  part- 
timers,  leased  employees,  temporar>' 
workers,  business  service  employees 
and  the  self-employed.  Their  num- 
bers are  up  28%  since  1980. 
Contingent  workers  now  account  for 
one-quarter  of  the  work  force.  The 
largest  employer  in  the  United  States 
today  is  not  GM  or  IBM,  but 
Manpower  Inc.,  a  "temp"  agency 
with  more  than  600,000  employees. 

And  the  idea  that  "temp"  workers 
are  low-end  employees  is  another 
myth  that  needs  to  be  exploded.  Faa: 
More  than  four  out  of  five  (82%)  of 
the  contingent  workers  have  a  high 
school  diploma  and  one-third  have 
two  or  more  years  of  college.  Each 
day  more  than  125,000  professionals 
-  contract  attorneys,  accountants, 
physicians,  environmental  scientists  - 
go  to  work  as  part-time  or  "leased" 
employees. 

Outlook.  The  21st  Century,  more 
than  ever  before,  will  be  the  century 
of  the  entrepreneur,  in  pan  because 
Information  Age  technologies  have 
lowered  dramatically  the  costs  of 
starting  and  running  a  business.  It 
took  a  lot  of  capital  and  a  lot  of  time 
to  start  up  a  steel  mill  or  a  railroad. 
But  any  knowledge  worker  who  can 
find  a  market  and  afford  a  personal 
computer,  a  fax  and  a  modem  can  sell 
his  or  her  services  most  anywhere  in 
the  world. 

Whether  they  work  for  themselves 
or  for  others,  people  who  work  at 
home  are  more  productive.  Research 
consistently  indicates  productivity 
rises  15%  to  25%  when  work  is  done 
at  home  in  telecommuting  programs. 

It's  well  esublished  that  the  self 
employed  are  the  most  productive 
people  in  the  economy.  With  fewer 
interruptions,  meetings  and  office 
politics,  it's  not  surprising  that  both 
the  employed  and  the  self  employed 
get  more  done  at  home. 

•  Item:  A  study  of  90,000  managers 
by  Booz,  Allen  and  Hamilton 
found  that  managers  in  the  office 
waste  25%  of  their  ume. 
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TECHNOLOGY  ENABLING  SOHO  MOVEMENT 

By  Andy  Bane 


Rapid  technological  change  bom  of  the  convergence  of 
computers,  software,  television  and  telecommunications 
enables  Americans  to  work  anywhere,  anytime  and  any- 
way. 

Technology  drives  innovation,  which  fuels  wealth  cre- 
ation and  economic  progress.  Technological  innovation  is 
important.  But  how  technology  changes  the  way  we  live, 
work,  play,  learn  and  move  around  is  key. 

The  most  important  technological  trend  of  the  1990s  is 
the  efFea  of  what  writer  George  Gilder  calls  the  law  of 
the  microcosm  and  the  law  of  the  telecosm.  The  law  of 
the  microcosm,  or  Moorc*s  Law  after  Intel  founder 
Gordon  Moore,  states  that  microchip  cost-effectiveness 
rises  by  the  square  of  the  number  of  transistors  placed  on 
a  single  chip.  Every  1 8  months  the  power  of  microchips 
doubles  and  the  cost  halves.  This  means  massive  gains  in 
installed  computer  capacity'  at  ever  lower  prices. 

The  law  of  the  teUcosm  states  that  computer  cost-effec- 
tiveness rises  by  the  square  of  the  number  of  computers 
connected  to  networks.  In  other  words  two  computers 
networked  together  can  do  twice  as  much  work  for  the 
same  price. 

What  docs  this  mean?  Computer  networks  are  becoming 
the  pivotal  technohgy  of  the  future.  These  networks  arc 
active  and  dynamic  and  are  what  most  people  have  in 
mind  when  they  speak  of  the  Information  Superhighway: 
A  seamless,  interactive,  user-driver  infrastructure  that  can 
radically  change  where  we  live  and  work,  how  wc  live  and 
work,  and  how  we  use  land  and  buildings. 

It's  possible,  technically,  to  make  and  receive  telephone 
calls  on  your  TV,  or  to  watch  entertainment  programs  on 
your  PC.  Which  will  become  the  dominant  technology? 
That's  a  question  of  application. 

Many  companies  are  betting  that  a  reborn  television 
will  be  the  appliance  of  choice  and  are  dashing  to  build  a 
set  top  box  as  an  onramp  to  the  information  superhigh- 
way. Others  are  betting  the  personal  computer  will  be  the 
appliance  of  choice.  With  the  current  rate  of  PC  diffusion, 
60%  of  American  homes  will  own  personal  computers  by  the 
turn  of  the  century.  Whatever  happens-computing  and 
interacting  on  our  TVs  versus  entertaining  ourselves  and 
communicating  on  personal  computcrs-we'll  have  greatly 
expanded  choices. 

One  reason  to  bet  on  the  PC  is  because  the  PC  and  the 
telephone  are  converging.  The  primary  computing  task  is 
communications  and  information  management.  This  con- 
vergence means  being  able  to  do  multiple  tasks  at  the 


same  time,  including  interactive,  multimedia  collabora- 
tion. Also,  non-simultaneous  collaboration-like  E-mail 
and  voice  mail  will  be  done  on  our  computers. 
Technology  is  finally  enabling  people  to  work  not  just 
anv-where  and  anytime,  but  using  any  device. 

A  good  example  of  this  is  using  PC's  for  desktop  video 
conferencing.  We  will  see  much  about  this  during  the  next 
24  months,  and  its  more  than  just  video  phones;  its  also 
groupware  and  the  ability  of  remote  workers  simultane- 
ously to  work  on  the  same  document  and  share  an  elec- 
tronic white  board. 

General  Magic  Corp.  recently  announced  Telescript,  an 
"intelligent  agent"  software  which  loads  the  network  with 
intelligent  "hunter  seeker"  technology.  Intelligent  agents 
will  help  users  filter,  control  and  customize  their  network 
activities.  Intelligent  agents  will  help  users  navigate  the 
network  and  will  greatly  enhance  the  value  of  the  network 
to  the  individual  user.  This  powerful,  user-friendly  tech- 
nology will  attract  a  new  class  of  customers  to  electronic 
services-people  who  would  never  consider  using  what 
exists  today. 

Another  important  technology  trend  is  the  proliferation 
of  wireless  communications  Ukc  PCS-personal  communica- 
tions scnices-which  is  just  now  beginning  to  emerge. 
Wireless  users  anticipate  bypassing  the  local  loop  to  avoid 
long  distance  access  charges  which  will  make  PCS  very 
competitive.  In  anticipation  of  this,  MCI  has  partnered 
with  Nextel,  a  taxi  dispatch  system  in  Rutherford,  NJ. 
Nextel  owned  a  littie  spectrum  and  bought  more  spec- 
trum from  Motorola.  Nextel  will  be  offering  PCS  in  sev- 
eral markets. 

Finally,  mobile  communications  will  undergo  major 
changes.  Today  mobile  communications  is  expensive  and 
consists  of  small  amounts  of  time  sensitive  information. 
Demand  for  mobile  communications  will  increase  and  in 
the  near  future  will  consist  of  greater  volumes  of  informa- 
tion that  is  less  time  sensitive.  Today  fleet  management 
and  express  mail  arc  examples  of  mobile  communications. 
Tomorrow  many  Americans  will  use  uireless  personal  dig- 
ital assistants  like  the  Apple  Newton  to  send  faxes  to  the 
home  office  in  New  York  City  while  sitting  on  a  train  to 
Denver. 

All  of  these  technologies  will  enable  people  to  work 
wherever  they  choose  by  unbundling  work  and  fixed  loca- 
tions and  will  help  small  office  and  home  office  business 
to  be  competitive  by  expanding  their  reach  and  improving 
their  productivity  and  competitiveness. 
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:    A    study    by    Accountemps        the  productivity  gains  of  working  from 
found    that    34%    of   the    average        home.    People    experience    more    of  a 


employee's  day  in  the  office  is  frit-  sense  of  ownership  of  their  work,  and 

tercd  away.  gain  a  new  feeling  of  pride  in  accom- 
plishment. They  work  at  their  own  pace. 
Item:  A  study  shows  that  employers 

lose   no  less   than   four  and   a   half  At  the  same  time  that  producti\ity 

hours   a   week   per   employee    as   a  goes  up,  costs  go  down.   If  a  worker 

result  of  lateness,  long  limch  hours,  commuting  to  and  from  a  job  in  the 

and  working  another  job  or  business  central  city  puts  20,000  miles  a  year  on 

during  working  hours.  his    car,    his    mileage    might    drop    to 

Psychological    factors   contribute    to  12,000  if  he  works  at  home.  Using  the 
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conservative  29  cents  a  mile  figure 
allowed  by  the  IR5,  that's  a  saving  of 
S2,320  a  year,  or  almost  S200  a 
month  -  and  that  doesn't  count  park- 
ing, which  can  add  as  much  as  anoth- 


stantial  proportion  of  whose  budgets 
are  devoted  to  maintaining  and 
upgrading  the  roadways.  When  work- 
ers commute  by  telephone,  fax  and 
modem  rather  than  by  car,  the  bur- 
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Time  spent  commuting  in  weelu 

er  $200  a  month. 

In  the  Information  Age,  more  than 
ever  before,  time  is  money.  And  the 
savings  in  time  from  increasing  home 
work  and  distributed  work  arc  poten- 
tially huge.  The  average  20  minutes 
each  way  commute  in  the  United 
States  translates  into  four  40-hour 
weeks  a  year. 

There  are  substantial  savings  for 
employers  as  well.  With  a  higher  pro- 
portion of  its  work  force  telecommut- 
ing at  least  part  of  the  time,  there  is 
less  need  for  downtown  office  space 
or  for  expensive  downtown  parking 
for  employees.  And  suice  home  work- 
ers are  paid  more  for  performance 
than  for  putting  in  hours,  there  is  less 
need  to  momtor  coffee  breaks,  lunch 
breaks  and  other  uses  of  employee 
time. 

Telecommuters  also  save  time  and 
money  for  industrial  workers  and 
other  workers  who  can't  work  at 
5  home.  If  those  who  can  work  at  home 
S  are  not  on  the  roads,  commutes 
O  become  shorter  and  less  stressful  for 
K  those  who  must  drive  to  and  from 
S  their  jobs  each  day. 
j2  Home  workers  also  save  money  for 

£      state  and  local  governments,  a  sub- 


14 


den  on  the  road  net  is  eased,  with 
potential  savings  of  tens  of  millions  of 
dollars. 

Working  from  home  can  also  case 
other  social  problems  and  their  eco- 
nomic costs  Home  work  can  literally 
clear  the  air.  By  far  the  largest  source 
of  air  pollution  is  emissions  from 
automobiles,  chiefly  from  stop-and- 
go  driving  during  the  morning  and 
evening  rush  hours.  Automobiles  that 
aren't  driven  to  and  from  work  pol- 
lute less  than  those  that  are.  Because 
home  workers,  on  average,  drive  their 
cars  40%  less  than  those  who  com- 
mute daily,  telecommuting  helps 
reduce  auto  emissions,  the  major 
source  of  air  pollution  in  most  cities. 

Increased  working  at  home  should 
also  have  a  beneficial  impact  on  crime. 
More  than  75%  of  burglaries  occur 
during  the  day,  when  many  homes 
are  vacant  because  the  adults  are  at 
work  and  children  are  at  school. 
Burglaries  are  far  less  likely  to  occur  in 
a  neighborhood  if  a  substantial  num- 
ber of  adults  are  present  during  day- 
light hours.  Children  are  less  likely  to 
get  in  trouble  if  there  is  a  parent  at 
home. 

Working  at  home  is  a  '^^^n-»^n- 


win"  situation  -  for  the  individuals 
who  do  it,  for  their  employers  and 
customers  and  for  society  as  a  whole. 
Increased  home  work  can  give  us  a 
stronger  economy,  spur  rural  eco- 
nomic development,  make  our  family 
lives  richer  and  less  stressfiil,  reduce 
crime  and  help  clean  the  environ- 
ment. 

The  chief  barriers  to  increased 
home  work  are  the  difficulties  some 
employers  are  having  in  shedding  old 
Industrial  Age  habits  and  short-sight- 
ed government  tax  and  zoning  poli- 
cies that  discriminate  unfairly  against 
the  home  worker  and  the  self 
employed.  Changing  those  attitudes, 
and  reversing  those  policies  should  be 
a  top  national  priority. 


Five  Plans  for 

Starting  a  Home 

Business 


1 .  The  Moonlighting  Plan.  Keep 
your  full-time  job  and  develop  you 
business  as  a  sideline.  When  it  takes 
off,  you  can  go  full-time.  Be  sure  to 
work  at  least  eight  hours  a  week  on 
a  sideline  business. 

2.  The  Part-Time  Plan.  Work  a 
part-time  job  to  provide  a  base 
income  while  you're  building  up  the 
business.  When  your  business  equals 
the  base  income,  drop  the  part-time 
job. 

3.  The  Cushion  Plan.   Find  a  finan- 
cial resource  to  support  yourself  with 
while  you  start  your  business.  Your 
cushion  should  be  large  enough  to 
cover  your  base  expenses  for  at  least 
6  to  12  months. 

4.  The  Spin-Off  Plan.  Turn  your 
previous  employer  into  your  first 
major  customer  or,  when  ethically 
possible,  take  a  major  client  with  you 
from  your  previous  job. 

5.  The  Piggyback  Plan.   If  you  have 
a  working  spouse  or  partner,  cut 
back  your  expenses  so  you  can  live 
on  one  salary  until  your  business 
gets  going. 
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THE  CENTER  FOR  THE  NEW  WEST  is  an 
independent,  nonprofit  and  nonpartisan 
institution  for  policy  research,  education  and 
economic  development  headquartered  in 
Denver.  The  work  of  the  Center,  which  is 
supported  primarily  by  foundation  and  busi- 
ness memberships,  focuses  on  the  changes 
that  increasingly  characterize  U.S.  society 
and  the  U.S.  economy.  Often  referred  to  as 
the  New  Economy,  these  changes  include 
dramatic  demographic  shifts,  increased  glob- 
al competition,  rapid  technological  change, 
changing  consumer  tastes,  the  growing 
impact  of  small  business  on  job  creation  and 
the  impact  of  innovation  and  entrepreneur- 
ship  on  business  formation.  The  results  of 
the  Center's  work  are  distributed  in  various 


ways,  including  reports,  conferences,  speech- 
es, briefings,  public  testimony  and  through 
the  media  in  op-ed  articles  and  commen- 
taries. 

MAY  WE  TELL  YOU  MORE?  We  are  often 
asked  if  we  would  like  new  members.  The 
answer  is  "yes."  We  are  a  growing  orgcmiza- 
tion.  We  would  be  happy  to  send  you  infor- 
mation about  the  benefits  of  membership  in 
the  Center  for  the  New  West.  Please  contact 
Marsha  Brekke  by  calling  (303)  572-5400,  or 
write  her  at  the  Center  for  the  New  West,  600 
World  Trade  Center,  1625  Broadway,  Denver, 
CO  80202-4706.  We  appreciate  your  sup- 
port. 
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K    ^^HONE  BASED 
M      mBUSmESSES 

P.O.  Box  10023 
Rockville,  Maryland  20849 
Phone:  (202)  310-3130 
Fax:  (301)  963-7042 

January  19,  1995 

Representatives  Meyers  and  LaFalce,  Members  of  the  Small  Business  Committee: 

1. 1  am  honored  to  be  here  and  thank  you  for  the  opportunity  to  address  you. 

My  name  is  Beverley  Williams  and  I  am  president  of  the  American  Association  of 
Home-Based  Businesses,  a  national,  non-profit,  grass-roots  oriented  association  dedicated  to 
the  success  of  persons  who  operate  businesses  from  their  homes.  Last  year  at  this  time  this 
association  was  regional  with  7  chapters  from  Maryland  and  Virginia  to  Florida.  Today  it  is 
growing  rapidly  as  a  national  association  with  57  chapters  in  operation  or  in  the  formation 
process  across  the  nation.  We  anticipate  that  this  number  will  double  or  triple  by  this  time 
next  year. 

In  addition,  my  husband  and  I  both  run  businesses  from  our  home.  One  of  us  was  adversely 
affected  by  the  Soliman  decision. 

2.  For  the  economic  health  of  this  nation,  support  for  home-based  businesses  cannot  be 
overstressed.  It  is  the  most  rapidly  growing  segment  of  the  US  economy.  According  to  LINK 
Resources,  a  New  York-based  market  research  fum,  more  than  24  million  Americans  are 
operating  a  frill  or  part-time  independent  business  from  home. 

AT&T  estimates  that  by  the  year  2000,  at  least  one-half  of  all  American  workers  will  be 
engaged  in  some  type  of  home-based  work.  Home  is  the  worksite  of  choice  or  necessity  for 
a  rapidly  increasing  percentage  of  our  population.  And  their  productiveness  has  a  huge  impact 
on  die  economy  of  tiiis  nation. 

Home  start-ups  incubate  the  businesses  of  tomorrow.  Companies  such  as  Apple 
Computer,  Hallmark  Cards,  Hewlett-Packard,  Lillian  Vernon  catalog,  and  Nike  originated 
on  dining  room  tables,  in  basement  workshops,  and  in  garages.  These  entrepreneurial 
companies  were  pioneers  of  the  home-based  business  movement.  It  is  estimated  that  50%  of 
successfiil  businesses  grow  out  of  the  home  into  commercial  space. 

The  impetus  for  working  at  home  stems  from  both  social  and  economic  forces.  As  our 
economy  and  society  demanded  that  families  generate  two  incomes  we  began  to  see  the  effects 
of  producing  "latchkey"  children.  Residential  crime  rates  increased  as  our  neighborhoods 
became  deserted.  Highways  became  more  and  more  congested  and  our  air  more  pointed. 
Soaring  divorce  rates  have  caused  single  parents  to  generate  income  driving  them  away  from 
the  home  environment.  And  now  we  are  seeing  an  increase  in  the  number  of  persons  who 
must  care  for  children  and  their  own  parents  at  the  same  time  putting  another  economic  strain 
on  the  American  family. 
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In  addition,  the  last  few  years  has  seen  a  major  change  in  the  workforce  -  downsizing. 
Employees  with  10,  20,  30  years  with  a  company  are  being  told  they  are  no  longer  secure 
in  their  jobs.  They  are  being  forced  to  leave  positions,  many  of  which  are 
middle-management  jobs,  and  they  find  few  jobs  available  to  them.  They  are  over-qualified 
to  work  at  many  of  the  positions  listed  in  Help  Wanted  ads.  They  are  becoming  entrepreneurs 
while  struggling  with  an  employee  mindset.  They  are  unsure  of  their  abihties  and  concerned 
for  their  economic  future.  What  litde  money  they  may  have  must  be  used  wisely  and 
sparingly.  The  home  office  start  up  business  helps  preserve  their  resources  while  giving 
them  a  professional  base  to  pursue  their  futures. 

3.  I  am  not  an  accountant  so  1  cannot  address  the  fine  points  in  tax  law,  but  1  can  tell 
you  the  experience  of  the  members  our  association  and  of  my  family,  who  are  faced  each 
day  with  the  impact  of  federal,  state  and  local  laws  upon  their  businesses. 

First,  the  Soliman  decision  seems  to  require  that  the  home  office  deduction  can  only  be 
utUized  when  the  business  transactions  occur  in  the  home  office  -  that  is,  when  the  clients 
physically  visit  the  home  office  and  the  income  transactions  occur  in  the  home  setting. 

The  reality  for  most  home-based  business  owners  is  that  local  zoning  laws  prevent  them 
from  seeing  their  clients  in  their  home  offices.  That  means  that  by  obf^ying  the  local 
ordinances,  they  are  not  allowed  to  take  deductions  which  other  business  owners  take  for 
granted.  They  are  squeezed  between  laws. 

Local  zoning  regulations  seek  to  keep  residential  areas  residential.  And  with  some 
justification  because  not  all  businesses  are  appropriate  for  a  home-based  setting.  But  many 
home-based  businesses  are  essentially  invisible,  or  generate  only  a  small  and  acceptable 
impact  on  the  neighborhood.  They  are  barely  detectable  to  their  neighbors.  And  that  is  the 
ideal.  To  require  that  the  owners  of  these  businesses  conduct  all  of  their  chent  visits  and 
income-producing  transactions  in  the  home  setting  would  strain  the  intent  and 
implementation  of  local  zoning  ordinances  and  change  the  nature  of  our  neighborhoods.  It 
also  prevents  businesses  such  as  my  husband's  fi^om  operating  within  reasonable  bounds 
firom  his  home  office.  For  3 1  years  he  was  a  loyal  employee  in  a  major  computer  company 
and  was  forced  into  taking  early  retirement.  He  needed  and  wanted  to  continue  to  earn  a 
living  and  decided  at  age  55  his  options  were  limited.  He  started  a  much  needed  service  - 
handyman  -  which  requires  him  to  go  to  his  customers  to  perform  his  work.  However,  all 
scheduling,  estimating,  and  billing  must  be  done  from  the  home  office.  The  Soliman  decision 
prevents  him  fi'om  taking  the  same  type  of  overhead  deductions  he  would  be  allowed  to  have 
if  he  rented  commercial  space  to  maintain  his  office. 

Second  is  the  issue  of  safety.  For  the  men  and  women  who  are  conducting  home-based 
businesses  by  chance  or  choice,  the  Soliman  decision  forces  them  to  invite  total  strangers 
not  only  into  theirs  offices  but  also  their  homes  where  their  children,  elderly  parents,  and/or 
valuable  possessions  are  located.  Even  those  who  are  allowed  through  zoning  ordinances  to 
have  clients  in  their  home  office  may  at  times  feel  uncomfortable  with  a  new  or  prospective 
chent.  Many  agree  to  meet  at  a  restaurant,  a  library,  rent  an  office  suite  for  a  few  hours  or 
go  to  the  clients  office  instead  of  to  their  home  office.  These  business  owners  should  not  be 
asked  to  compromise  their  safety  or  perception  of  safety  for  the  sake  of  business  deductions 
that  other  small  businesses  enjoy. 
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Testimony  of  Beverley  Williams 

4. 1  understand  the  concern  of  enforceability  of  this  law;  however,  this  is  just  one  more 
law  that  prohibits  home-based  enterprises  from  coming  out  into  the  open  and  declaring  their 
rightful  place  in  the  business  world  with  all  its  rights  and  obligations.  The  American 
Association  of  Home-Based  Businesses  assists  home-based  business  owners  in  their 
professionaUsm  through  efforts  such  as  our  Standards  of  Conduct  pledge  and  our  efforts  to 
help  local  jurisdictions  to  update  antiquated  zoning  laws  -  which  sometimes  force  people  to 
hide  their  efforts.  Enabling  laws  and  peer  pressure  from  those  operating  honestiy  and  openly 
will  decrease  the  number  of  business  owners  inclined  to  abuse  this  and  other  laws. 

5.  We  support  HR  40  to  restore  the  home  office  deduction  to  its  previous  form  and  would 
ask  that  the  bill  make  the  deduction  retroactive.  This  is  the  minimum  that  can  and  should  be 
done  to  support  this  enormous  and  productive  segment  of  the  American  economy. 
Home-based  businesses  create  an  estimated  8,000  new  jobs  each  day.  Many,  if  not  most  of 
these  jobs,  would  not  exist  -  and  the  taxes  they  generate  wouldn't  be  paid  -  if  dielRS  succeeds 
in  its  assault  on  home-based  business  owners.  Many  other  initiatives  are  needed  as  well.  We 
hope  that  we  will  have  the  opportunity  to  support  you  in  those  efforts  also. 


Source:  Center  for  the  New  West:  Points  West  Special  Report  -Workshifting  byPhilip  M  Burgess  &  Paul  and  Sarah  Edwards 
available  from  Center  for  the  New  West.  414  Hall  of  the  States,  444  North  Capitol  Street,  Washington,  DC  20001;  Phone  -  (202) 
434-4765  or  from  the  American  Association  of  Home-Based  Businesses,  Inc.,  P.O.  Box  10023,  Rockville,  Kiiryland  20049-0023; 
Phone  -  (202)  310-3130. 
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TESTIMONY  OF  THE 
NATIONAL  FEDERATION  OF  INDEPENDENT  BUSINESS  (NFIB) 


The  National  Federation  of  Independent  Business  (NFIB)  appreciates  the  opportunity  to 
submit  testimony  on  the  issue  of  allowing  a  tax  deduction  for  a  home  based  business.  NFIB  is 
the  nation's  largest  small  business  organization  representing  over  600,000  small  business  owners 
from  all  fifty  states.  The  typical  NFIB  member  has  five  employees  and  has  $250,000  in  gross 
annual  sales.   NFIB  sets  its  public  policy  positions  through  regular  polling  of  its  membership. 

A  provision  clarifying  who  is  able  to  take  a  tax  deduction  for  a  home  based  office  or 
business  is  one  of  the  small  business  tax  items  included  in  the  Contract  with  America. 
The  economic  goals  of  the  Contract  with  America  --  less  taxes,  less  spending,  and  less  regulation 
--  are  what  small  business  owners  have  wanted  for  years,  as  shown  over  and  over  again  in  NFIB 
surveys.  In  1986,  small  business  owners  identified  their  federal  tax  burden  as  the  third  biggest 
problem  facing  their  businesses,  according  to  a  study  done  in  that  year  by  the  NFIB  Education 
Foundation  entitled  Small  Business  Problems  and  Priorities.  Then,  a  follow  up  study  published 
in  1992  showed  federal  taxation  moving  up  to  the  second  biggest  problem  faced  by  small 
employers,  second  only  to  the  rising  cost  of  health  insurance.  And  in  the  most  recent  study 
completed  by  the  NFIB  Education  Foundation  in  October  of  1994,  entitled  Small  Business 
Economic  Trends,  small  business  owners  identified  their  tax  burden  as  the  number  one  problem 
facing  their  businesses. 
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Small  business  has  a  huge  stake  in  the  outcome  of  the  debate  on  the  tax  elements  of 
the  Contract.  It  is  equally,  true  that  America  as  a  whole  has  a  huge  stake  in  how  small  business 
fares  in  whatever  tax  and  economic  legislation  this  Congress  passes.  Evidence  continues  to 
suggest  clearly  that  small  business  plays  a  unique  and  rather  remarkable  role  as  a  job  creator  and 
provider  of  personal  opportunity,  security  and  independence  for  millions  of  Americans.  Consider 
the  following: 

Jobs.  Since  the  early  1970s,  small  firms  have  created  two  of  every  three  net  new  jobs 
in  this  country  (created  jobs  minus  lost  jobs).  A  substantial  majority  of  that  job  growth  came 
in  the  very  smallest  firms  —  those  with  fewer  than  five  employees.  The  nation's  small  business 
job  machine  has  shown  a  capacity  to  produce  in  either  good  or  tough  times.  From  1989  to  1991, 
a  period  of  minimal  economic  growth,  firms  with  fewer  than  20  employees  created  virtually 
all  net  new  jobs  in  the  country.  Firms  of  all  other  sizes  lost  employment  during  that  period. 

Demographics.  Almost  all  businesses  are  small  businesses.  There  are  approximately  five 
million  employers  in  the  United  States.  About  99  percent  of  them  are  small  employers.  And 
almost  all  small  businesses  are  very  small  --  .so-called  Mom-and-Pop,  Main  Street,  family 
enterprises.  More  than  half  of  businesses  with  employees  employ  fewer  than  five  people. 
Almost  90  percent  of  employers  employ  fewer  than  20.  Small  business  as  a  whole  employs  more 
than  half  of  the  private  sector  workforce.  Most  small  firms  are  not  set  up  as  C  corporations, 
but  as  proprietorships,  partnerships,  and  subchapter  S  corporations. 
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Values.  Small  business  holds  out  to  our  citizens  great  hope.  Small  business  offers  a  road 
map  to  the  American  dream  that  allows  any  American  with  a  good  idea  and  talent  to  follow  it 
to  economic  freedom  and  security  by  starting  their  own  business  and  working  hard  to  make  it 


It  is  this  culture,  these  values,  that  primarily  drive  people  to  start  a  business  —  not  because 
they  have  money  or  want  to  make  a  lot  of  it.  In  a  1991  NFIB  Education  Foundation  study 
entitled  New  Business  in  America,  new  business  owners  were  asked  why  they  went  into  business. 
Answers  such  as  "Use  my  skills,"  "Control  over  my  own  life,"  and  "Build  for  the  family"  were 
all  cited  twice  as  frequently  by  respondents  than  was  "Earn  Lots  of  Money."  And  having  money 
to  start  with  is  not  a  distinguishing  factor  in  wanting  or  being  able  to  start  a  business  and  pursue 
the  American  dream.  More  than  half  of  all  businesses  begin  with  less  than  $20,000  in  capital. 
One  in  four  of  Inc.  magazine's  500  fastest  growing  companies  in  1992  started  with  less  than 
$5,000. 

None  of  this  should  lead  you  to  believe  that  surviving  as  a  small  employer  is  easy.  To 
the  contrary,  it  is  difficult.  About  half  of  all  businesses  do  not  survive  beyond  their  first  five 
years. 

There  are  numerous  reasons  why  businesses  fail.  One  of  them  is  government  - 
government  taxes,  government  red  tape,  government  regulations,  and  government  paperwork. 
That  is  why  what  you  do  here  in  the  first  100  days  of  the  104th  Congress  is  so  important.  You 
have  a  unique  challenge  and  opportunity  --  an  opportunity  to  free  small  business  owners  and 
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entrepreneurs  from  the  drag  of  government  so  they  can  do  what  they  do  best,  create  opportunity 
and  wealth  for  the  American  people.  The  rest  of  this  testimony  will  look  at  how  one  specific 
tax  provision  included  in  the  Contract,  clarifying  who  can  take  the  home  office  tax  deduction, 
will  encourage  further  small  business  creation,  growth,  opportunity  and  jobs. 

Background 

Section  280A  of  the  Internal  Revenue  Code  requires  those  wishing  to  take  the  home  office 
deduction  to  use  a  portion  of  their  home  exclusively  for  business  purposes.  In  addition,  the 
office  must  be  the  ( 1 )  principal  place  of  business;  (2)  the  place  used  by  clients  or  customers;  OR 
(3)  a  separate  structure  on  the  same  property  as  the  home.  Most  of  the  conflict  between  the 
Internal  Revenue  Service  (IRS)  and  taxpayers  have  focused  on  what  constitutes  a  "principal  place 
of  business". 

Congress  enacted  section  2X()A  in  order  to  establish  a  less  subjective,  uniform  standard 
for  determining  which  offices  qualify  for  the  home  office  deduction.  Despite  this  effort,  different 
courts  began  establishing  a  variety  of  tests  to  determine  whether  an  office  was  qualified.  The 
phrase  "principal  place  of  business"  was  the  basis  for  most  of  the  variations  between  the  tests. 
Some  courts  adopted  a  "focal  point"  test,  which  looked  at  where  the  income  is  generated  and 
where  services  are  provided.  This  test  proved  to  be  too  narrow  and  so  some  courts  adopted  a 
"dominant  portion  of  the  work"  test  to  replace  it.  This  new  test  would  only  require  that  the 
business  perform  a  dominant  portion  of  the  busine.ss's  activities  from  the  home  office. 
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The  U.S.  Tax  Court  rejected  the  focal  point  test  and  the  other  tests  and  developed  its  own. 
Under  the  tax  coun  test,  the  court  would  look  at  the  facts  and  circumstances  of  each  case  and 
determine  whether  or  not  a  home  office  was  eligible  for  the  deduction  by  exploring  (1)  if  the 
office  was  essential  to  the  business;  (2)  if  the  office  was  used  for  a  substantial  amount  of  time; 
and  (3)  if  there  were  other  locations  where  this  work  could  be  done.  The  U.S.  Supreme  Court 
eliminated  this  test  in  1993  and  created  its  own  in  the  Soliman  decision. 

The  Supreme  Court's  Decision 

Commissioner  v.  Soliman  involved  an  anesthesiologist  who  visited  all  his  patients  in  the 
hospital  and  did  all  the  paperwork  at  home.  The  Court  found  that  he  did  not  qualify  for  the 
home  office  deduction  because  he  serviced  his  customers  and  spent  most  of  his  time  at  the 
hospital.  The  Court  through  its  use  of  the  plain  English  definition  of  the  word  "principal",  held 
that  the  hospital  was  Mr.  Soliman 's  principal  place  of  business. 

The  Court  decided  that  the  IRS  should  determine  a  taxpayer's  principal  place  of  business 
by  looking  at  all  locations  where  a  taxpayer  does  bu.siness.  The  principal  place  of  business 
should  be  determined  primarily  by  the  importance  of  the  activities  performed  at  each  location  and 
how  much  time  is  spent  at  each  location.  Taxpayers  can  have  only  one  principal  place  of 
business.  Mr.  Soliman  spent  most  of  his  working  hours  at  the  hospital  with  patients.  As  a  result, 
the  court  found  the  hospital  to  be  the  "principal"  place  he  conducted  business. 

Most  of  the  confusion  over  the  home  office  deduction  is  cau.sed  by  the  phrase  "principal 
place  of  business."   This  phrase  was  supposed  to  mean  that  the  office  played  a  significant  role 
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in  the  running  of  the  business.  The  Supreme  Court,  however,  read  the  statute  literally  and  came 
to  the  conclusion  that  a  taxpayer  can  only  have  one  "principal"  place  of  business  and  that 
"principal  place"  is  determined  by  the  importance  of  the  activities  performed  at  each  location  and 
how  much  time  is  spent  at  each  location.  In  other  words,  this  location  must  be  where  most  of 
the  business  activity  takes  place.  Taxpayers  may  have  no  principal  place  of  business  if  these 
Supreme  Court  tests  are  not  met. 

The  Impact  of  Soliman  on  Small  Businesses 

What  does  Soliman  mean  to  small  business  owners  who  had  been  taking  a  deduction  for 
their  home  based  office  or  business?  Consider  these  examples  of  business  owners  who  perform 
administrative  and  management  activities  essential  to  their  business  at  home  but  under  Soliman 
are  unable  to  qualify  for  the  home  office  deduction: 

A  general  contractor  who  builds  homes.  At  his  home  office  this  business  owner  pays  the  bills 
for  his  business,  which  includes  the  building  materials  he  uses  as  well  as  other  direct  co.sts.  He 
also  keeps  all  his  accounting  and  payroll  records  at  his  home,  as  well  as  other  forms  and  records 
required  by  the  government  --  such  as  IRS  1099  forms  and  1-9  forms  required  by  Department  of 
Justice.  He  uses  his  home  office  for  his  business  telephone  that  is  needed  to  negotiate  bids. 
Under  Soliman  this  business  owner  would  be  unable  to  take  the  home  office  deduction  because 
his  greatest  amount  of  time  is  spent  at  the  work  site  building  homes.  His  revenue  source  is  the 
homes  he  builds  and  although  he  is  required  by  the  federal  government  to  keep  certain  records, 
he  has  no  where  else  to  perform  these  administrative  duties.  He  currently  is  not  allowed  a  tax 
deduction  for  his  home  office. 
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A  management  consultant  who  conducts  employee  leadership  seminars.  This  business  owner 
also  needs  her  home  office  to  keep  biUing  and  accounting  records.  But  in  addition  to  those  core 
administrative  and  management  duties,  she  also  needs  a  place  to  create,  produce  and  store  items 
for  her  seminars,  such  as  handouts,  training  manuals,  slides  and  videos.  In  order  to  produce  these 
materials,  she  needs  a  place  to  read  and  research  as  well  as  a  place  to  design  her  seminars  and 
conduct  other  necessary  technical  preparation.  She  needs  to  be  able  to  maintain  a  library  and  a 
safe  place  to  keep  her  equipment  -  like  her  computer  and  any  video  equipment  she  owns.  Under 
the  Soliman  decision  she  would  have  difficulty  taking  a  deduction  because  the  majority  of  her 
time  is  spent  on  site  in  other  locations  giving  the  actual  leadership  seminars.  Because  her  main 
revenue  source  is  outside  her  home  office,  it  is  not  considered  a  principal  place  of  business  and 
so  her  ability  to  qualify  for  a  home  office  deduction  could  be  questioned. 

An  interior  designer  who  performs  95  percent  of  her  work  in  other  people's  homes.  This 
business  owner,  like  the  contractor  and  consultant,  also  needs  a  home  office  to  perform  essential 
business  activities,  such  as  bookkeeping,  accounting  and  other  necessary  forms  of  record  keeping. 
Additionally,  she  needs  a  place  to  store  these  various  records.  Although  an  interior  designer  may 
spend  95  percent  of  her  time  out  of  her  home  office,  she  still  must  have  a  place  to  keep  the 
records  of  time  spent  with  each  client  and  collect  and  deposit  revenues  in  order  to  pay  necessary 
business  expenses.  Like  the  other  two  business  owners,  she  is  unable  under  Soliman  to  take  a 
deduction  for  her  home  office  because  she  spends  the  majority  of  her  time  at  other  locations  and 
her  primary  revenue  source  is  meeting  with  clients  outside  the  home  office.  " 
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A  Solution  to  the  Problem 

Since  much  of  the  controversy  over  who  can  take  this  deduction  centers  on  the  reference 
in  Section  280A  of  the  Internal  Revenue  Code  to  the  home  office  deduction  being  taken  on  a 
portion  of  a  home  that  is  the  "principal  place  of  business,"  the  language  in  the  Contract  addresses 
this  problem  by  re-defining  principal  place  of  business.  The  Job  Creation  and  Wage 
Enhancement  Act  clearly  defines  "principal  place  of  business"  as  (1)  the  location  where  the 
taxpayer's  essential  administrative  or  management  activities  are  conducted  on  a  regular  and 
systematic  basis;  and  (2)  the  office  is  necessary  because  the  taxpayer  has  no  other  location  to 
perform  these  administrative  and  management  activities. 

NFIB  supports  this  proposal.  It  is  a  big  step  in  the  right  direction.  We  have  had  some 
concern  that  it  may  leave  too  much  subjectivity  remaining  on  criteria  for  taking  the  deduction, 
but  we  have  been  pleased  with  the  Ways  and  Means  Committee  staffs  willingness  to  listen  to 
these  concerns  and  its  willingness  to  further  clarify  Congress's  intent  with  report  language  using 
specific  examples  of  essential  administrative  and  management  activities  such  as  bookkeeping, 
recordkeeping  and  storage  of  records. 

Conclusion 

This  issue  of  who  is  eligible  for  the  home  office  tax  deduction  is  very  important  to 
continued  small  business  creation  and  growth  and  to  NFIB  and  its  members.  Home-based 
businesses  are  the  cradle  of  many  successful  enterprises  both  large  and  small.  Home-based 
businesses  will  continue  to  increase  in  the  information  age,  with  fax  machines  and  modems 
making  it  more  feasible.    In  addition,  a  home-based  business  is  an  increasingly  attractive  option 
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for  two  wage  earner  families  in  which  one  parent  would  like  to  be  at  home  with  the  children. 
The  home  business  path  to  independence  and  income  should  not  be  foreclosed  because  of  the 
ongoing  controversy  over  how  and  whether  such  a  business  deducts  its  expenses. 
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